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A MESSAGE FROM 


The Honourable John C. Crosbie 
Minister for the Atlantic Canada Opportunities 
Agency, and 
Minister of Fisheries and Oceans 


It is my pleasure to introduce the second annual edition 


of The State of Small Business and Entrepreneurship in 
Atlantic Canada. 


In this era of changing market patterns and increasing 
global competitiveness, the role of small business in the 
economic prosperity of our country has never been so 
important. The flexibility that allows most small businesses 
to adapt to new consumer attitudes enables small business to 
take advantage of exciting new opportunities. This is the 
particulary the case in Atlantic Canada where traditional 
geographic and market barriers are giving way to an interna- 
tional marketplace made accessible by technological innova- 
tion and new trading policies. 


Since 1987, the Atlantic Canada Opportunities Agency 
has been working to increase the number of opportunities for 
Atlantic Canadians to learn about starting and running their 
own businesses. We at ACOA believe that by promoting 
entrepreneurship and encouraging people to develop entrepre- 
neurial skills, more competitive and successful small business 
will result. Through The State of Small Business and 
Entrepreneurship in Atlantic Canada, the Government of 
Canada is providing insight into the challenges and opportun- 
ities of regional small business, for the benefit of policy 
makers, educators and businesspeople alike. This initiative 
is an important element within ACOA’s strategic approach to 
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developing a climate within Atlantic Canada that is more 
conducive to business ownership. 


While the 1991 State of Small Business laid the ground- 
work for the study of small business in Atlantic Canada, the 
1992 report takes a closer look at current trends affecting 
business development, including female entrepreneurship, 
training and education, investment capital, and government 
and private sector partnerships. The findings are key to the 
development of more responsive economic policy. Dr. David 
Birch, a leading American authority on employment, business 
growth and economic change, recently told a group of 
Atlantic Canadian economic policy makers: "If you haven’t 
read The State of Small Business and Entrepreneurship in 
Atlantic Canada, you’re not doing your job!" 


I hope the readers of this report will find it as useful and 
informative as the 1991 edition. 


snl einen aon lores 


John C. Crosbie 
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EXECUTIVE SUMMARY 


TURNING THE ATLANTIC ECONOMY AROUND 


he Second Report on the State of Small Business and 

Entrepreneurship in Atlantic Canada sounds a number of 
themes: small business is becoming increasingly important; 
it is growing very rapidly and creating jobs just at the time 
when big business is downsizing and losing jobs; women are 
playing an active and important role in the formation of 
small businesses; government is playing a dominant role in 
the development of small business. The report echoes many 
of the themes sounded by the documents of the Prosperity 
Initiative and Michael Porter’s Competitiveness report: the 
record on training and education has not been adequate; the 
linkage between suppliers and users of investment capital has 
not been made well enough; governments, business and 
labour have had difficulty working together to form partner- 
ships; the region and the country need to develop a strong 
understanding of the issue of competitiveness and need to 
Start to work together to achieve important goals. The old 
paradigms are no longer working, nor will they work again. 


The importance of training and education 
for small business 


he job market is in a state of constant change. One in 

three people in the workforce experiences a change of 
job or a period of unemployment, according to the Economic 
Council of Canada. The problem that faces Atlantic Cana- 
dians is that as the economy changes increasingly rapidly, 
and technology leapfrogs itself, when they leave one job will 
they have the skills to obtain another, either within their 
existing Organization or in a new one? As the Prosperity 
Initiative paper, Prosperity Through Competitiveness notes, 
"Private sector spending in Canada on education and training 
falls well behind that of our major competitors. Despite some 
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important efforts to improve business performance with 
respect to training, most business people still appear to view 
investment in the development of people as primarily a 
public responsibility, an attitude that is now coming to affect 
Canada’s competitive prospects." 

Building a learning culture is clearly needed in Atlantic 
Canada to help us deal with economic changes. Employees 
tend to acquire new skills and knowledge in firms where 
there is a strong commitment to employee training and on- 
the-job learning, but some estimates indicate that Canadian 
workers receive only about half as much on-the-job training 
as their US counterparts - and the US numbers are low in 
relation to world standards. 

In spite of very difficult economic conditions, an 
increasing percentage of the population see themselves as 
either very or somewhat likely to start their own business 
within the next two years. 

This Report on the State of Small Business and 
Entrepreneurship in Atlantic Canada highlights a tremendous 
number of positive changes in the region. It also makes it 
clear that there are some very difficult problems to be faced 
and dealt with. But the overall sense of the report is that 
small businesses and entrepreneurship in Atlantic Canada are 
becoming stronger all the time and that the vitality and 
energy and sheer determination of Atlantic Canadians is 
winning the day, slowly but surely. 

Much of the infrastructure is in place. It needs to be 
strengthened and bolstered. In chapter six, the characteristics 
of areas which do not support entrepreneurship and growth 
of new business, and the characteristics of areas where new 
business growth is dynamic and rapid, are discussed. When 
Atlantic Canada is compared against these characteristics the 
task is clear. 


SMALL BUSINESS IS BIG 


mall firms in Atlantic Canada created 90% of the new 
jobs during the period from 1980-89. This compares with 
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an 86.6% share for all of Canada. Of the 147,000 new jobs 
created by the regional economy, 56% originated in firms 
with fewer than 5 employees. In Canada, the comparable 
share was 47%. 

In the decade up to 1988, small firms - defined as those 
employing fewer than 100 people - had only a 76.7% share 
of the new jobs created during the period. This remarkable 
change in one year reflects two aspects of the trend toward 
small firms: the first year of the 1979-88 decade was the last 
one when small firms were a much less important factor in 
the economy, accounting for only 39% of the new jobs 
created that year; also, after a dip to 70% in their share of 
new jobs in 1988, small firms rebounded to their more 
accustomed level for the 1980s of a 113% share. [A 113% 
share means that for every 113 jobs created by small firms, 
medium-sized and large firms declined by 13.] 

The pattern in the four Atlantic provinces differ signifi- 
cantly from each other. In Newfoundland, 83% of the new 
jobs came from firms with fewer than 5 employees, while in 
Nova Scotia, this group created only 47% of the new jobs. In 
New Brunswick, these smallest firms created 54% of the jobs 
and in Prince Edward Island 51%. 

Large firms in the Atlantic region still provide most of 
the employment: firms with between 100 and 500 employees 
provide work for 13% of the total workforce, compared to 
50% for those employing 500 or more people. 

The statistics on job creation depend heavily on the mix 
of industries in any region or country. In particular, the 
employment patterns in government-controlled institutions are 
very different from those in the private sector. In order to 
understand these distinctions better, it is helpful to distinguish 
between the funded sector and the market sector of the 
economy. This allows for the separation of those industries 
which are not dependent upon market acceptance of their 
products for growth. Included in this group are public admin- 
istration and community services (which includes education 
and health and welfare). In small firms in the Atlantic region, 
only 11% of the jobs are in the funded sector. In large firms, 
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the funded sector provides 44% of employment. Within the 
market sector, small firms provide almost 48% of total 
employment. In other words, small firms in the market sector 
employ about the same number of people in the region as big 
and mid-sized firms combined. 

Small firms earned their major share of new jobs because 
they grew at a remarkable rate. The growth rates were most 
spectacular in the smallest firms, those employing fewer than 
20 people, which almost doubled in the course of the decade 
to 1989. The next highest growth rates were among the 
balance of small firms, employing 20 to 99 people, which 
grew at 17%, compared to 15% for the mid-sized firms and 
a decline of 42% for the largest firms employing more than 
500 people. 


Industry break-out 


here is a strong correlation between the degree of small- 

firm dominance in an industry and employment growth 
rates. The fastest growth rates over the decade are generally 
in the industries where small firms have the highest employ- 
ment share. 

In Canada as a whole, between 1980 and 1989, manu- 
facturing’s share of employment fell from 22% to 18%. At 
the same time, personal and business services showed the 
largest increase in the number of jobs, going from 14% to 
17% of employment or from 1.33 million to 2.02 million 
jobs. The most significant job creator after this was com- 
munity services; these two, between them, created almost 
50% of the new jobs in Canada, 


A profile of the self-employed 


LC 1989, the most recent year for which tax data is avail- 
able, there were 165,576 people in the Atlantic region who 
had self-employed earnings: out of total earnings of $28,698, 
these people earned an average of $8,267 (or 29%) from self- 
employment. In 1988, there were about one thousand fewer 
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self-employed people and they earned, on average, $8,373 
from self-employment out of total earnings of $26,998. 1989 
was therefore a tough year for the self-employment who saw 
their earnings from this source drop by a bit more than 1%, 
while their total income grew 6%. 

Males and people over 35 earn significantly more than 
the average, while females and the young earn only 63% and 
72% of the average respectively. Females average 43% of the 
males’ self-employed income and 56% of their total income. 


UPS AND DOWNS 


Dz the 1980s, the largest firms in the region gave 
ground gently to the smallest firms, reducing employ- 
ment by an average of somewhat less than 1,000 people a 
year, on the base of an initial total employment of 383,700 
in 1980. The smallest firms, meanwhile, grew at an amazing 
rate through recessions and setbacks, averaging more than 
9,000 new jobs a year, or 15% a year on a base of 1980 
employment of less than 50,000. Moreover, since the early 
1980s, the gap between the growth rate of big and small 
companies has widened; this gap is more noticeable for 
Canada than it is for the Atlantic region, because growth 
rates for small firms tend to be more volatile in the country 
as a whole than in the region. The main reason for the 
greater stability in the region is the funded sector, which 
employs 32% of all workers, compared to 24% in the country 
as a whole. 


Births, deaths and survivors 


he remarkable contribution of small firms to the creation 

of employment is based largely on the formation of new 
business ventures. In the decade ending in 1989, employers 
in the region created 147,000 net new jobs, on a base of 
720,000 in 1979. This included 221,000 new jobs from births 
of new companies and 148,000 lost jobs from firms that 
disappeared during the decade. 
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The rate of increase in the number of firms in Canada is 
significantly below the rate in Atlantic Canada, particularly 
Newfoundland and Prince Edward Island. New firms started 
during the decade represented 152% of the total number of 
firms in Newfoundland in 1979; the comparable figure for 
PEI is 118%, while Canada is at 107%. This high rate of new 
ventures naturally breeds a high death rate as well, because 
new firms are so vulnerable in their early years. Indeed, the 
death rate is significantly higher in the Atlantic than it is 
elsewhere in the country. 

In terms of employment, however, the country as a whole 
is way ahead of the region, with a significantly greater net 
gain from births and deaths. This would seem to indicate 
that, even though small businesses are the prime source of 
new jobs now, a high level of venture formation does not 
necessarily translate into a high level of job creation in the 
early stages of a transition toward a more entrepreneurial 
economy. As the transition builds a head of steam, entrepre- 
neurs develop an infrastructure that supports and encourages 
them, helping them become more experienced and venture- 
some, and more able to translate that experience into more 
jobs for each new business. 


What it takes to survive 


or the region as a whole, startups averaged slightly less 

than 20% per year of the number of businesses in 
existence at the beginning of each year. However, these new 
firms are vulnerable: after three years, only 44% of the firms 
that started in an average year will still be in business; after 
Six years, it is only a third; 20% remain after 11 years; and 
only 10% remain after 20 years. 

The net effect of this attrition is an average loss of 15% 
a year of firms that existed at the beginning of each year - 
which means that the total number of firms in the region has 
been growing at about 4.7% a year. This net growth accumu- 
lates rapidly, however - the total number of businesses in the 
region rose to 86,000 in 1989 from 56,000 in 1980. 
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The dynamics of business and employment 


mall businesses, as a group, can lay claim to being the 

most dynamic part of the economy, as they consistently 
provide the lion’s share of new jobs. But individually, they 
often lead a precarious existence. More than half the firms 
that existed in 1979 went out of business during the decade, 
and new ventures added exactly double that number to 
increase the stock of businesses by a net 54%. In the course 
of this activity, the firms that existed in 1979 lost almost 
75,000 jobs. New ventures saved the day by creating 220,000 
jobs, or the equivalent of 151% of total new jobs. 

Despite the dominance of new ventures, it is important 
to note that almost half of all net increase in jobs were 
provided by a mere 9% of the 1979 firms that grew into a 
larger size category during the decade than the one they 
started with. This indicates the secret of small businesses in 
their role as the engine of job creation - when they fail, as 
they often do, the job losses are not too serious, but when 
they grow, the gains in employment can be very impressive. 
Only 6% of the 1979 firms with fewer than 5 employees 
grew into bigger size categories - or 4% of all firms in the 
region at the time -but they accounted for 12% of all new 
jobs created during the decade. The firms employing 5 to 19 
people that grew into bigger size categories were only 1.4% 
of all the firms of all sizes existing in 1979, but they also 
accounted for 12% of total job creation. 

Most impressive of all, the high-growth firms that 
jumped two or more size categories in 1980-89 represented 
slightly more than one half of one percentage point of the 
firms operating in 1979, yet they accounted for more than 
one tenth of all new jobs during 1980-89. These, of course, 
exclude startups during the period, demonstrating the extra- 
ordinary potential of small firms to grow fast once they are 
established. 
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RISK CAPITAL FINANCING 


Re growth of small business in the region is highly 
dependent on adequate and appropriate sources of 
investment capital. Traditional risk capital sources include 
funds from friends and relatives ("love money"), informal 
investors ("angels"), provincially sponsored venture capital 
companies (PSVCCs), institutional investors, and the secur- 
ities exchanges, with Crown Corporations and government 
agencies also playing an important role. 

However, there are problems with the supply of risk 
capital in the region, as only 5% of the venture capital 
companies in Canada are located in Atlantic Canada. On the 
demand side of the equation, problems arise because the 
small business sector tends to be relatively unsophisticated 
and its financing needs tend to be too small in relation to the 
size of funding offered by suppliers. There is also a reluc- 
tance on the part of entrepreneurs in the region to relinquish 
control to outsiders which manifests itself in a bias towards 
debt financing, with more than 80% of small business 
financing being done through the chartered banks. As a 
result, the level of private sector risk capital financing has 
been low, at about $15 million per year - less than half the 
rate in Ontario and Quebec. 

Public sector funds have been the largest and most 
Significant source of risk capital financing in Atlantic 
Canada; Crown Corporations and government agencies and 
provincially sponsored venture capital companies (PSVCCs), 
which account for 80% of private risk capital investments 
, are the major suppliers. Of the more than $165 million 
injected into the economy of the region over the last decade, 
75% has come through these two sources. Only 2% of the 
risk capital in Atlantic Canada is supplied by informal 
investors ("angels"), as compared with 7% across the country. 
The lack of a critical mass of informal investors and a low 
economic infrastructure have placed more pressure on 
government to fill the needs of the region, largely because 
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private sector funds have found the lack of liquidity in small 
business investments too onerous for them to deal with. 

There is a shortage of high quality, highly experienced 
managers, both entrepreneurs and risk capital managers, with 
the result that venture capitalists have difficulty finding high 
quality, highly experienced entrepreneurs in whom to invest. 
They therefore commit little money to startup financing, 
making follow-on financing difficult to obtain, in tum 
causing failure rates to rise, slowing the process even further. 
In stepping into this gap, governments find themselves on the 
horns of a dilemma: as the major source of risk capital in the 
region they cannot withdraw from the startup financing 
market and yet will find it increasingly difficult to provide 
follow-on funding, thereby jeopardizing their initial startup 
commitments. The private sector must begin to play a larger 
role in the financing of small businesses. Banks have not 
shown an interest in risk financing, preferring to lend against 
strong security. 


WOMEN ENTREPRENEURS 


he increase in the number of self-employed women 

between 1975 and 1990 was 172.8%, an annual average 
growth rate of 11.5%. It is projected that more than one in 
three self-employed people in Canada by 2000 will be 
women. Women entrepreneurs tend to start their own 
businesses (75%) rather than inheriting them or taking over 
a family business (5%) or buying an existing business (20%). 
Their businesses are heavily concentrated in the service 
sector and in retail business (82%), but they are increasing 
their penetration of other sectors of business, most notably in 
agriculture, manufacturing and construction. 

Women entrepreneurs are a major force in job creation 
in Atlantic Canada and in the country as a whole. Fifty 
percent of new business startups in Canada in 1989 were by 
women. Projections indicate that this figure will increase to 
65% in the early-to-mid 1990s. A third of women owned 
businesses have paid help. In the United States, women- 
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owned businesses employ about 10% of the workforce, the 
same percentage accounted for by the Fortune 500. Regional 
studies in Atlantic Canada indicate that women are employ- 
ing more people. 

Women entrepreneurs show increasing reliance on 
personal savings and family when financing their businesses. 
Research indicates a decreasing reliance on commercial banks 
as a source of funding, and risk capital remains highly 
underutilized. There has been an increase in the use of 
government financing programs by women entrepreneurs; in 
1990 they represented approximately 18% of the sources of 
initial capital investment. In terms of the relationship with 
commercial banks, a study in 1990 of small business borrow- 
ing in Canada found that while there was no significant 
difference between women-owned and men-owned businesses 
in the borrower ratings assigned by lending officers, the 
former tend to be newer, concentrated in the higher risk areas 
of retail and service, and the women owners have less 
managerial experience (58% of women have four or more 
years of related managerial experience as compared to 76% 
of male owners) and less non-managerial experience (67% 
have three or more years of related non-managerial experi- 
ence, while 80% of male entrepreneurs meet this criterion). 
The result is that bank financing remains more difficult for 
women than men. However the frequency of spousal guaran- 
tees was the same for men and women borrowers. , 

In terms of characteristics, women entrepreneurs see 
themselves as more determined, having more initiative, being 
more independent, more diligent and more creative than male 
entrepreneurs see themselves. Men, on the other hand, see 
themselves as more self-confident and risk-taking. Both 
women and men feel that they have experienced some change 
in personal characteristics during their entrepreneurial lives 
(88% of women and 86% of men), and 17% of women and 
16% of men feel that these changes are entirely the result of 
their involvement with their businesses. It is clear that the 
entrepreneurial experience changes people. 
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A number of the needs of women entrepreneurs are being 
addressed by support agencies, programs and services in the 
Atlantic region. These are specialized in areas such as 
financial assistance programs of various kinds (loans, grants, 
loan guarantee programs), women-focused entrepreneurial 
and self-employment training programs (for venture startup 
and growth), networking or mentoring initiatives, counselling 
and outreach services, and referral and information services. 
In addition there have been a number of initiatives which 
promote entrepreneurship as an option for women and which 
profile successful examples of women entrepreneurs in the 
region. 


CREATING 
THE ENTREPRENEURIAL ENVIRONMENT 


he data and conclusions reached in the State of Small 

Business and Entrepreneurship in Atlantic Canada need 
to be viewed against the backdrop of the current economic 
environment. A structural change is taking place in the 
economy of the region. Entrepreneurship and small business 
formation and development emerge as an appropriate 
response to these changes. Small business in Canada is the 
major job creator. Despite the economic decline, the number 
of businesses in the region increased by 5.1% between June 
1990 and June 1991. 

Problems identified for small business in Atlantic Canada 
include a low awareness of entrepreneurship in many areas, 
a concentration of activities in geographic areas where 
government managed or government sponsored development 
agencies are located, a lack of knowledge on the part of 
entrepreneurs as to how to proceed with a business startup, 
varied levels of entrepreneurship training and education, low 
levels of entrepreneurship-related research, and weak inter- 
network communication. But the solutions have also been 
recommended which include the creation of champions of 
entrepreneurship and small business, the need to develop a 
clearer picture of the needs of entrepreneurs in the region, the 
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establishment of partnerships between government, public 
agencies and private groups and agencies, better access to 
training for small businesses, and the recognition and 
encouragement of entrepreneurs’ efforts and tolerance of 
failure. 

U.S. research into small business and entrepreneurship 
shows that development is weak in regions where there are 
low education levels, strong control of the local economy and 
politics by a few wealthy families or dominant companies 
with a stake in the status quo, a remoteness which hinders 
communication between individuals and groups with innova- 
tive ideas, a lack of higher education facilities, and a poor 
climate. On the other hand, areas which have quality 
educational resources, particularly higher education, and 
which have quality labour and government, well developed 
telecommunications and a high quality of life are those which 
will attract new business and employment growth. The 
blueprint for Atlantic Canada is clear. Net job growth comes 
from entrepreneurship and business creation. The task in the 
region is to create a positive entrepreneurial environment now 
in order to affect recovery and strong positive growth five 
years from now. 
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CHAPTER 1 
TURNING THE ATLANTIC 
ECONOMY AROUND 


he Second Annual Report on the State of Small Business 

and Entrepreneurship in Atlantic Canada sounds a 
number of themes: small business is becoming increasingly 
important; it is growing very rapidly and creating jobs just at 
the time when big business is downsizing and losing jobs; 
women are playing an active and important role in the 
formation of small businesses; government is playing a 
dominant role in the development of small business. The 
report echoes many of the themes sounded by the documents 
of the Prosperity Initiative’ and Michael Porter’s 
Competitiveness report’: the record on training and education 
has not been adequate; the linkage between suppliers and 
users of investment capital has not been made well enough; 
governments, business and labour have had difficulty 
working together to form partnerships; the region and the 
country need to develop a strong understanding of the issue 
of competitiveness and need to start to work together to 
achieve important goals. The old paradigms are no longer 
working, nor will they work again. 


The Importance of Training and Education 
_for Small Business 


he job market is in a state of constant change. One in 
three people in the workforce experiences a change of 


' Industrial Competitiveness. Prosperity Through Competitiveness. Learning 
Well... Living Well. (The Prosperity Initiative) Government of Canada, 1991. 


2 Michael Porter, Canada at the Crossroads: The Reality of a New 


Competitive Environment. Study Prepared for the Business Council on National 
Issues and the Government of Canada, October, 1991. 


TURNING THE ATLANTIC ECONOMY AROUND . 1 


job or a period of unemployment, according to the Economic 
Council of Canada. The problem that faces Atlantic 
Canadians is that as the economy changes increasingly 
rapidly, and technology leapfrogs itself, when they leave one 
job will they have the skills to obtain another, either within 
their existing organization or in a new one? As the Prosperity 
Initiative paper, Prosperity Through Competitiveness’ notes, 
"Private sector spending in Canada on education and training 
falls well behind that of our major competitors. Despite some 
important efforts to improve business performance with 
respect to training, most business people still appear to view 
investment in the development of people as primarily a 
public responsibility, an attitude that is now coming to affect 
Canada’s competitive prospects." 

What is small business’s stand on this issue? A survey by 
the Atlantic Entrepreneurial Institute (AEI) casts some light 
on the subject. Exploring the issue of the difficulty of 
recruiting people with necessary skills, an AEI survey found 
that 60% of small businesses in Atlantic Canada had 
difficulty finding individuals with the necessary skills for 
employment. When asked why particular skills were difficult 
to find, more than 43% linked the problems to inadequacies 
in training or education. Then when asked what action they 
had taken to overcome the difficulty, 41.1% responded that 
they had provided training in one form or another (9.2% 
provided on-the-job training; 5.8% provided external training; 
10.9% provided unspecified training; 13.6% provided in- 
house training; and 1.6% supported employees taking 
courses).* These numbers show that there is some concern 
for providing training to employees among small businesses. 
Statistics Canada°, however, reports that small businesses 
tend to lag behind larger organizations in providing formal 


> Op. Cit. 


* Small Business in Canada: A Human Resources Perspective. Atlantic 
Entrepreneurial Institute, 1992. 


* Human Resource Development and Training Survey, 1987, Statistics Canada 


training for their employees. Businesses with 10 or fewer 
employees reported having a training budget in only 13% of 
the cases, while organizations of 1,000 employees or more 
had formal training budgets in 60% of the cases. Comparing 
mid-sized firms with small businesses shows that while 80% 
of businesses with 100 or more employees provide training, 
less than 30% of firms with under 10 employees do the 
same. 

The federal government is felt by small business owners 
to have an important role to play with regard to training. Of 
the AEI survey respondents, 13.7% felt that the federal 
government should be providing training/ education; 3.6% 
felt it should be funding employees for training/ retraining; 
12.5% felt it should be providing funding or subsidizing 
small businesses for training/education; and 8.9% felt that it 
should be promoting and encouraging training/ retraining/ 
education. Thus, almost 40% of small businesses see 
government’s role as being a, or the, major player in 
providing training and education in Atlantic Canada. The 
reliance on government to shoulder the burden is a recurring 
theme in the chapters of this report. 

Building a learning culture is clearly needed in Atlantic 
Canada to help us deal with economic changes. Employees 
tend to acquire new skills and knowledge in firms where 
there is a strong commitment to employee training and on- 
the-job learning, but some estimates indicate that Canadian 
workers receive only about half as much on-the-job training 
as their US counterparts - and the US numbers are low in 
relation to world standards.° As Learning Well...Living Well 
comments, "(A) characteristic of learning cultures is that 
learning activities and institutions tend to be regarded as 
investments rather than costs", and "another characteristic (of 
learning cultures) is that social support programs, such as 
unemployment insurance, have strong structural links with 
the learning system, so that joblessness becomes an 
Opportunity for building new skills." Clearly there is another 


° Learning Well...Living Well. Op.Cit. 
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side to the training equation; the onus cannot be forced on 
government alone. Businesses, like individuals, must take 
responsibility for their growth, development, survival and 
prosperity. 


Confidence in the Region: 
A Challenge for Atlantic Canada 


he Atlantic Canada Opportunities Agency, in order to 

have a finger on the pulse of the region’s small business 
startup potential and its overall confidence in perceived 
opportunities, has commissioned a survey of the likelihood of 
starting new businesses in each of the four provinces.’ The 
results are shown in Chart 1.1. In spite of very difficult 
economic conditions, an increasing percentage of the 
population see themselves as either very or somewhat 
likely to start their own business within the next two 
years. And, on the other side of the coin, the percentage of 
respondents who report themselves as "not at all likely" to 
start their own business within two years is decreasing. 

The survey reaches about 1,300 Atlantic Canadians. It is 
a general survey of attitudes, and is not directed to 
entrepreneurs or small businesses. The figure of roughly ten 
percent of the population who expect to start their own 
business in the near term is encouraging. There are also some 
other interesting findings. The higher the education level of 
the respondent, the more likely he or she is to plan to start a 
business within the next two years. The age group 18 to 34 
is the most interested in starting their own businesses. Over 
the age of 55, interest is negligible. The higher the income of 
the respondent the greater the probability of starting a 
business. And more than twice as many men than women 
feel that the next two years would be a good time to go out 
on their own. 


” Corporate Research Associates Inc., Regional Omnibus Survey. 


Chart 1.1° 
The likelihood of starting a new business 


Percent of people expressing degrees of interest in starting a business, at points between 
August, 1991, and August, 1992. Atlantic Canada. 


Response 


Very/somewhat Not very Not at all 
likely likely likely 
Aug., ’91 Nov., 91 May, 92 fHEay Aug., ’92 


The Competitive Structure and Position of Canada 


A cea in the Atlantic region are played out against the 
economic, social and political backdrop of the country as 
a whole. Michael Porter was commissioned, in 1991, to 
conduct a study of Canadian competitiveness, and it is 
important to understand the picture that has been painted 
nationally of the structure, the challenges, the problems and 
dangers, and the opportunities that face Canada as we look 
at similar issues in the Atlantic region. Porter lays the cards 
on the table at the start of his report: "We believe that 
Canada today is at an economic crossroads, and that the core 


* Source: CRA Regional Omnibus Survey, August, 1992 
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of its economic prosperity is at risk."? Atlantic Canada, too, 
is at an economic crossroads; the task facing the region is to 
make sure it turns in the right direction and constructs a road 
that leads to prosperity and growth. 

Porter points out the fact that "Canadians have lived in a 
relatively insulated environment brought about by 
paternalistic government policies, (and) a history of market 
protection". However, the country is now experiencing 
significant discontinuities. Market protection softened 
Canadian business and the disappearance of this protection 
now means that business will have to harden its muscles, 
become fitter and more competitive, lose some fat, and 
increase its self-discipline - a traditional middle-age crisis. 
The major weaknesses Porter identifies are: low productivity 
(Canada ties for last in the G7), high unit labour costs (which 
rose twice as fast as costs in the US in the decade 1979 to 
1989, and faster than most other industrialized countries), 
systemic and persistent unemployment, lagging investment in 
upgrading skills of its people and technology, and an 
economic environment that is not supportive enough of 
investment. All of these themes are repeated in the chapters 
of this Report on the State of Small Business and 
Entrepreneurship in Atlantic Canada. The region cannot 
escape the perils and problems of the nation. 

With regard to international competition, Canadian 
exports, critically important to the economy (second only to 
Germany among the G7 nations), have been in a slow decline 
over the past thirty years. Natural resource based exports 
account for almost half of all Canadian exports, but a high 
proportion of them are unprocessed, leaving the country 
vulnerable to commodity price shifts, technology substitution 
and lower cost competitors. In addition, Porter observes that 
the social preoccupation with protecting employment has 
translated into political actions which have worsened 
industries’ competitiveness. He cites the Atlantic groundfish 
industry as an example where emphasis on employment has 


° Canada at the Crossroads. Op. cit. 


encouraged the development of an inefficient in-shore fleet 
and worked against efficiency in the processing sector. (He 
also pointed to the danger of renewable resources such as the 
fisheries being mismanaged and depleted.) 

What, then, are the factors in a country or region which 
support high and rising levels of productivity, and which 
provide a dynamic competitive environment for businesses? 
Porter notes that "there is often a marked disparity between 
the economic success of regions within countries". This 
disparity tends to be related to what he calls "clustering". 
Clusters involve suppliers, customers and related industries, 
for example Japanese electronics and Danish foods. And he 
makes the observation that "it is rare that an isolated industry 
or firm achieves international success". Within Canada, the 
economies of Ontario and Quebec have achieved some 
degree of clustering. The task for Atlantic Canada is to form 
regional clusters which are competitive. Vigorous competition 
is Critical to success because, as Porter notes, research shows 
that domestic rivalry encourages international success "not 
just in large countries, but also in small and mid-sized 
economies". The opportunity is there! Atlantic Canada is 
not precluded from success in domestic and world 
markets, but it must begin to act more cohesively as a 
region. Porter makes the point that a major factor which 
makes Canada relatively unattractive for firms and industries 
is interprovincial barriers to trade. These barriers are easily 
Overcome by moving operations to the United States (with 
associated job and income loss to Canada), from whence 
access to all parts of the country is obtained with no penalty. 

While Porter’s report touches on most of the themes that 
appear consistently throughout this report such as_ the 
weaknesses in training and education, the weak commitment 
to skill training of the private sector, the difficulty that 
labour, government and business have in partnering together, 
the inward focus of most manufacturers, and the weakness of 
Capital financing systems, he makes two points which strike 
deep into the heart of the Canadian economic culture. The 
first is the fact that we are not demanding - of innovation, of 
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quality, of service. "Canadian demand conditions have not 
put strong pressure on firms to innovate, upgrade or 
anticipate international needs... Canadian industries have not 
typically been driven by demanding domestic customers to 
seek higher order competitive advantages. Canadian buyers 
are rarely at the leading edge in demanding innovative 
consumer goods. They are also reluctant... to voice 
complaints or to utilize consumer advocacy agencies to 
pressure providers of goods and services to enhance their 
products.""° 

The second point highlights what Porter calls "the old 
economic order", which, he says, while it has operated 
smoothly for decades has, in fact lost significant potential 
wealth. The focus has been on "dividing the pie" - a 
protected, warm pie, bounteous for the limited number of 
players who controlled it. The wealth of the nation allowed 
all segments - business, government and labour - to achieve 
their goals without sacrifice. This situation provided no 
incentive for these groups to work together. As Porter 
comments, "The motivations of different constituencies have 
often focused on capturing a larger share of existing wealth 
rather than working together to increase it... These attitudes 
and behaviours reflect the old competitiveness paradigm. 
Business acted as if economic rents would go on forever and 
moved to exploit the sheltered Canadian market. Labour 
acted as if jobs and high and rising wages could be taken for 
granted, because business profits were high and secure. 
Governments held the view that ample resources would 
continue to exist to fund social needs." 

The challenge faced by the small business sector in 
Atlantic Canada must take into account the realities described 
by Porter. Change will have to go deep into the culture of 
business, of government, of labour, of consumers. Platitudes 
about working together, partnering, empowering, simply will 
not suffice. The picture is clear; the resolve needs to be 
equally clear. 


” Ibid. 


Rebuilding confidence in Atlantic Canada 


tlantic Canada is a region which is hardened to economic 

difficulty; it has had more than its share of hard times 
and yet has continued to survive and grow. Confederation 
placed great strains on the region and it made the 
adjustments; free trade has brought new pressures, and 
businesses have sprung up to take advantage of it while 
Others have changed their focus; the current economic 
restructuring is affecting all parts of Canada and will take 
some time to work itself through the system, but the region 
is adapting. 

This Report on the State of Small Business and 
Entrepreneurship in Atlantic Canada highlights a tremendous 
number of positive changes in the region. It also makes it 
clear that there are some very difficult problems to be faced 
and dealt with. But the overall sense of the report is that 
small businesses and entrepreneurship in Atlantic Canada are 
becoming stronger all the time and that the vitality and 
energy and sheer determination of Atlantic Canadians is 
winning the day, slowly but surely. The Report shows that 
there is a lot to do and that all parties have to put their 
shoulders to the wheel. Government is doing its part, but it 
cannot do it all alone. Nor should it. Entrepreneurs do not 
either want, or need, things handed to them on a silver 
platter. A shortage of resources is what spurs 
entrepreneurship. The entrepreneur finds the niche and moves 
to fill it. . 

Provincial governments have taken the bit in their teeth, 
and the strategic plans developed by Nova Scotia’ and 
Newfoundland” are showing the way. The theme of both is 
that the future can be controlled and that it can be made to 


" Creating Our Own Future: A Nova Scotia Economic Strategy. November 
1991. 


2 Change & Challenge: A Strategic Economic Plan for Newfoundland and 
Labrador. June 1992. 
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be positive if there is a concerted, consistent, strategic, 
focused effort to make it so. The region understands that it 
can control its own destiny. That realization has perhaps been 
forced on it by the corresponding realization that Central 
Canada has its own problems and less support is likely to be 
forthcoming, but the reaction has been an immediate and 
positive one. 

Much of the infrastructure is in place. It needs to be 
strengthened and bolstered. In chapter six, the characteristics 
of areas which do not support entrepreneurship and growth 
of new business, and the characteristics of areas where new 
business growth is dynamic and rapid, are discussed. When 
Atlantic Canada is compared against these characteristics the 
task is clear. It must build on its already considerable 
Strengths and overcome its areas of weakness. Dwelling on 
the latter will not advance the situation at all, and nor will 
basking in the sunshine of its existing strengths. In the 
ferociously competitive world of the 1990s the players must 
be fit and hard. There is no time for sitting back and 
allowing muscle to turn into flab. 


CHAPTER 2 
SMALL BUSINESS IS BIG 


mall firms in Atlantic Canada created 90% of the new 

jobs during the period from 1980-89. This compares with 
an 86.6% share for all of Canada. The smallest firms, those 
employing fewer than 5 people, made a significantly greater 
contribution to new employment than did firms of compar- 
able size in the whole country, as Chart 2.1 shows. 


Chart 2.1 ' 
New jobs are created mainly by small firms 


Share of total new jobs, by size of firm, in Atlantic Canada and Canada. 1980-89 


Share of total new jobs 


<5 20-<50 100-<500 
5-<20 50-<100 500+ 
Firm size (# of employees) 


Atlantic Canada 


Notes: Firm size is denoted by the number of employees in each firm. 


‘Source: Unless otherwise stated, data in Chapter 2 is based on Employment 
Dynamics which is produced by the Small Business and Special Surveys Division 
of Statistics Canada 
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Of the 147,000 new jobs created by the regional econ- 
omy, 56% originated in firms with fewer than 5 employees. 
In Canada, the comparable share was 47%. It is interesting 
to note that Atlantic Canadian firms also performed better in 
the categories of firms with 100-499 employees. 

In the decade up to 1988, small firms - defined as those 
employing fewer than 100 people - had only a 76.7% share 
of the new jobs created during the period. This remarkable 
change in one year reflects two aspects of the trend toward 
small firms: the first year of the 1979-88 decade was the last 
one when small firms were a much less important factor in 
the economy, accounting for only 39% of the new jobs 
created that year; also, after a dip to 70% in their share of 
new jobs in 1988, small firms rebounded to their more 
accustomed level for the 1980s of a 113% share. [A 113% 
share means that for every 113 jobs created by small firms, 
medium-sized and large firms declined by 13.] 

The pattern of overall employment growth continues to 
shift the distribution of jobs toward small businesses. In 
1979, firms with fewer than 100 employees were responsible 
for 31% of total employment, and by 1988 this had risen to 
36%. At the same time, firms with more than 500 employees 
reduced their share of total employment to 50% from 54% at 
the start of the period, as Table 2.1 shows. 

It is noteworthy that, despite performing somewhat better 
than their Canadian counterparts, as shown in Chart 2.1, mid- 
sized firms (those employing 100 to 499 people) lost one 
percentage point of their share of employment during the 
decade, ending up with 13!2%. These are the firms where the 
best hopes reside for rapid growth of employment - they are 
small enough to be flexible and dynamic, large enough to 
develop some momentum. 

Large firms that existed in 1979 actually reduced their 
employment over the decade, as the table shows, by nearly 
2,000 jobs, which represents the equivalent of 1.3% of all the 
new jobs created. Smaller firms which expanded to become 
large firms, however, added 40,000 jobs to the category. 


Table 2.1° 
Employment patterns in Atlantic Canada 


Distribution employment by firm size in 1979 and 1988, and the contribution of firms 
within each size group toward new jobs created during the intervening years. Atlantic 
Canada, 1979-89 


Employment 


New jobs Employment 


distribution created distribution 
1979 1980-89 1988 
a oe er a 
81.6 


p00. 499 105.8 14.6 16.1 10.9 114.2 use 5 


All firms 720.3 100.0 147.1 100.0 848.3 100.0 


Notes: The distribution of employment i is shown for 1988 instead of 1989 because this i is : the latest 
available. Employment totals are available for 1989, but their distribution by firm size is not. The size 
Classification of new jobs and the distribution of employment in 1989 is determined by the size of the 
firms in 1979 or at startup. As many growing firms have to be reclassified when they grow bigger, the 
distribution of employment by size in 1988 does not match the distribution in 1979 plus jobs created 
during the period. 


However, small firms in Atlantic Canada created a larger 
percentage of new jobs between 1980 and 1989 than in 
Canada as a whole. They were responsible for 90% as 
compared to 87% for all of Canada. Table 2.2 shows how the 
_ small-firm group has garnered a greater share of the employ- 
ment during the 1980s. 


Source: Employment Dynamics 
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Table 2.2° 
Employment patterns in Canada 


Employment 


New jobs Employment 


Firm size distribution created distribution 
(number of 1979 1980-89 1988 
ei Boel Pest 


Fewer than 5 627.4 6.5 1,265.0 47.3 895.6 75 


renalliems 31828 330 23157 866 44217 371. 


100 - 499 1,515.2 15.7 v4) he | 9.6 1,934.3 16.2 


All firms 9,644.2 100.0 2,672.9 100.0 11,920.4 100.0 


Notes: The distribution of employment is shown for 1988 instead of 1989 because this is the 
latest available. Employment totals are available for 1989, but their distribution by firm size is not. 
The size classification of new jobs and the distribution of employment in 1989 is determined by 
the size of the firms in 1979 or at startup. As many growing firms have to be reclassified when 
they grow bigger, the distribution of employment by size in 1988 does not match the distribution 
In 1979 plus jobs created during the period. 


As was demonstrated in Chart 2.1, most of the new jobs 
in both Canada and Atlantic Canada came from the very 
smallest firms employing fewer than 5 people. The second 
largest creator of new jobs in the 1980-89 period were firms 
employing between 5 and 19 people. These firms were 
responsible for 23%-24% of the increase in employment. 

The largest firms, while declining in employment in 
Atlantic Canada, continued to increase for Canada as a 
whole, as shown by Table 2.2. Large firms in the Atlantic 
region still provide most of the employment: firms with 
between 100 and 500 employees provide work for 13% of 
the total workforce, compared to 50% for those employing 


*Source: Employment Dynamics 
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500 or more people. The largest firms raised their employ- 
ment levels only modestly, with 99,600 new jobs, represent- 
ing 4% of Canada’s total new jobs. 

The pattern in the four Atlantic provinces differ signifi- 
cantly from each other. In Newfoundland, 83% of the new 
jobs came from firms with fewer than 5 employees, while in 
Nova Scotia, this group created only 47% of the new jobs. In 
New Brunswick, these smallest firms created 54% of the jobs 
and in Prince Edward Island 51%. Table 2.3 contrasts the 
percentage of jobs created with the distribution of firms by 
SiZe. 


Table 2.3 * 
How the provinces fare in job creation 


The percentage of job creation by size of firm and the percentage of firms by size for each 


province. | 
Newfound- Prince Nova New 
land and Edward Scotia Brunswick 
Labrador Island 
Size of firm For each firm size, share of total: 


(number of new new new | firms 
employees) jobs jobs jobs 


Less than 5 78.0 826 754 510 704 474 71.7 34.0. 


“Small firms 955 1156 944 820 94.4 81.4 947 91.9 


100 - 499 2.3 6.4 2.4 14.0 3.2 12.8 2.9 10.0 


All firms 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


‘Source: Employment Dynamics. 
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In each of the four provinces firms with fewer than 5 
employees represent more than 70% of the total firms, with 
a high of 78% in Newfoundland and Labrador and a low of 
70% in Nova Scotia. In Newfoundland and Labrador the 
largest firms lost the equivalent of 22% of the total number 
of new jobs created. In New Brunswick, this group also lost 
ground, losing 2% of the new jobs. In Prince Edward Island 
and Nova Scotia, companies with more than 500 employees 
contributed modestly, with a share of new employment of 4% 
and 6% respectively. 

At the beginning of the decade, in 1979, 93% of Atlantic 
Canada’s businesses were small firms. By the end, in 1988, 
this had risen to 95%, with all the increase occurring in the 
very smallest size. In Canada as a whole, small firms are 
even more prevalent, representing 99% of all firms and 
providing 37% of all employment. In Atlantic Canada, firms 
with fewer than 5 employees went from 69% to 73% of all 
firms. All other sizes declined in proportional share although 
they all increased in absolute number of firms. 

During this time period, the number of firms increased 
by 50% going from 56,184 to 84,136. Within their size 
Classes the largest firms increased the least, 3%, causing their 
share of the total number of firms to drop by a third, to 2.4% 
from 3.5%. At the same time, the smallest firms increased 
the most, 58%, increasing their share of the total number of 
firms to 73% from 69%, as Table 2.4 demonstrates. 


Table 2.4° 
The big surge in the number of small firms 


The number and percentage of firms in size class at the beginning and at the end of 
the time period between 1979 and 1988. Atlantic Canada. 


Size of firm Number of Size share Number of Size share 
(number of firms, 1979 of total firms, 1988 of total 


Small firms 52,024 92.6 79,702 94.8 


100 - 499 2,169 3.9 2,378 2.8 


All Firms 56,184 100.0 84,136 100.0 


Note: Firms are classified according to the number of people they employ when they 
started in business, or in 1979 if they already existed then. Employment totals are 
available for 1989, but their distribution by firm size is not. The distribution for 1988 
is the latest available. 


The statistics on job creation depend heavily on the mix 
of industries in any region or country. In particular, the 
employment patterns in government-controlled institutions are 
very different from those in the private sector. In order to 
understand these distinctions better, it is helpful to distinguish 
between the funded sector and the market sector of the 
economy. This allows for the separation of those industries 
which are not dependent upon market acceptance of their 
products for growth. Included in this group are public 
administration and community services (which includes 
education and health and welfare). 

The role of the funded sector in small and big firms 
represents a striking contrast. In small firms in the Atlantic 
region, only 11% of the jobs are in the funded sector. The 
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rest are in the market sector, as Chart 2.2 shows, split 
between goods-producing industries (26%), retail and 
wholesale trade (30%) and market services (everything from 
barbers, through restaurants and hotels to business consul- 
tants), which accounts for 33% of employment in small 
firms. 


Chart 2.2 ° 
Jobs are more evenly distributed in small than big firms 


Canada, 1988 


Goods-producing (26.5% 


Small firm 


employment 
1988 


Market services (32.6%) 


Big firm 
employment 


Goods-producing (20.3%) 


Market services (23.0%) 


Trade (12.4%) 


Notes: Small firms employ fewer than 100 people. 


The situation in large firms is quite different. The funded 
sector provides 44% of large-firm employment, while goods- 
producing industries provide 20%, market services 23% and 
trade only 12% of the employment. 


*Source: Employment Dynamics 


When the market sector is isolated from the funded 
sector for analysis, the picture is dramatically different from 
that of the two sectors combined. Within the market sector, 
small firms provide almost 48% of total employment. In 
other words, small firms in the market sector employ about 
the same number of people in the region as big and mid- 
sized firms combined. The distribution of employment in this 
vital sector is shown in Table 2.5. 


Table 2.5’ 
The market sector in Atlantic Canada 


Employment in 1988 and job gains during 1980-1989 in the market sector, by size of firm. 
Atlantic Canada. 


Size of firm Employment, 1988 New jobs, 1980-89 
(number of 
employees) ae eae a ie (000 


Fewer than 5 60.2 10.4 72.0 


~“ 
oa: > 
a > 


“500 or more 218.6 37.9 23.2 


All firms 576.5 100.0 96.7 100.0 


Notes: market sector includes all industries apart from those in the funded sector (which includes 
public administration, education and health and welfare). They derive their revenues from competing 
in a marketplace. 


The employment contraction of the largest firms in the 
market sector during the 1980-1989 period (these firms 
employed 23,200 fewer at the end of the period than they 
had at the beginning of it) has resulted in smaller firms being 
responsible for 117% of new job creation. Firms employing 
fewer than 5 created 74% of the new jobs. 
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The situation is less extreme in Canada as a whole, 
where the large firms (with more than 100 employees) lost 
the equivalent of 3% of the total new jobs during the period, 
as Table 2.6 shows. 


Table 2.6 ° 
The market sector in Canada 


Employment in 1988 and job gains during 1980-89 in the market sector, by size of firm. 
Canada 


Size of Firm Employment, 1988 New jobs, 1980-88 

(number of 

prlayonsy i] (OOOH) at |e ere! 
of 


_Fewer than 5 793.9 8.8 1,134.7 


| Alammall firms 4,014.6 44.4 2,047.1 103.0 


All firms 9,035.0 100.0 1,986.9 100.0 


Notes: The market sector includes all industries apart from those in the funded sector (which includes 
public administration, education and health and welfare). They derive their revenues from competing 
in a marketplace. 


Looking at the other side of the coin, Table 2.7 shows 
that in the funded sector, 76% of the region’s employment is 
in firms with more than 500 employees and only 12% in 
firms with fewer than 100. This contrasts with Trade (which 
includes retail and wholesale trade employers), where 58% of 
the employment is in small firms and 28% is in the largest 
firms, as Table 2.7 shows. The goods-producing sector is 
more evenly divided with 40% of the employment in the 
largest firms. 


*Source: Employment Dynamics 
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Table 2.7° 
Employment distribution by size and sector 


Percentage of employment in each size category within the four major sectors. Atlantic 
Canada, 1988 


Trade Market Funded 
services sector 
11.1 


9.9 3.2 


Size of firm 
(number of 


Goods- 
producing 
empties) | 


Fewer than 5 9.9 


Yall atrall iris 42.4 58.0 44,4 1.9 


00 - 499 17.1 13.8 12.3 11.7 


All firms 100.0 100.0 100.0 100.0 


The funded sector has about one-third of the jobs in each 
of the provinces. The proportion is highest in Newfoundland 
and Labrador at 35% and lowest in New Brunswick at 30%. 
New Brunswick has the highest percentage of employment in 
the goods-producing group of industries, at 25%; the other 
three provinces range from 21% in Newfoundland and 
Labrador, 21% in Nova Scotia to 20% in Prince Edward 
Island. Nova Scotia, however, has the highest percentage 
employed in market services, at 28%, while Newfoundland 
and Labrador has the lowest, at 23%. Table 2.8 describes the 
distribution of employment between sectors in each province. 


* Source: Employment Dynamics. 
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Table 2.8 "° 
Provincial sectoral employment 


Distribution of employment within each province by sector. Atlantic Canada, 1988 


Goods- Trade Market Funded 
producing services sector 


Newfoundland & 21.5% 19.9% 23.2% 34.8% 
Labrador 


Nova Scotia 21.0% 18.4% 28.3% 32.0% 


Atlantic region 22.4% 18.7% 26.4% 32.0% 


It is apparent that big organizations have been a positive 
influence on job creation only in the funded sector. As Chart 
2.3 shows, big firms lagged small firms’ share of new jobs 
by significant margins in every other sector. Small firms in 
the market sector as a whole, which includes goods-produc- 
ing industries as well as wholesale and retail trade and 
market-based services, contributed 77% of the total new jobs 
created in the period, as is shown by Chart 2.3. 

Big firms in the market sector accounted for job losses 
equivalent to 11% of the total new jobs created. Within the 
market sector, small firms made the biggest contribution in 
market services, with 33% of the total. Job losses in the big 
firms in the market sector were concentrated in goods- 
producing industries, with the equivalent to 11% of the total 
Change in jobs; in the other two industries within the market 
sector - trade and market services - the big firms broke even, 
with losses in one counterbalanced by gains in the other. 


'° Source: Employment Dynamics 


Chart 2.3" 
Big firms are strong only in the funded sector 


Share of the total number of jobs created for each category of firm-size within each sector. 
Atlantic Canada, 1980-89 


Share of new jobs 


Goods-producing Market services Market sector* 
Trade Funded sector 
Sector 


Small firms B33 Large firms 


Notes: Small firms are those employing fewer than 100 people. 
** The market sector shown in the graph is the sum of the goods-producing, trade and market 
services sector. 


Small firms earned their major share of new jobs because 
they grew at a remarkable rate. The growth rates were most 
spectacular in the smallest firms, those employing fewer than 
20 people, which almost doubled in the course of the decade 
to 1989. The next highest growth rates were among the 
balance of small firms, employing 20 to 99 people, which 
grew at 17%, compared to 15% for the mid-sized firms and 
a decline of 42% for the largest firms employing more than 
500 people. When these are analyzed by sector, it becomes 
apparent that the most remarkable growth rate of all was 
among the smallest firms in the funded sector, which grew 
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by 138% during the decade, as Table 2.9 shows. Admittedly, 
this was from a very small base of employment, but it 
nonetheless illustrates how the environment needs small firms 
in all sectors. 


Table 2.9 
Period Growth in Jobs by Firm Size and Sector 


The percentage increase in in jobs for each size category within the major sectors "Atlantic 
Canada, 1980-89 


Fewer More pete 
lel 20-99 | than 100 | than 100 | 100-499 


In the market sector, market services increased 96%, 
goods-producing 88% and trade 75%. By contrast, the largest 
firms showed positive growth only in trade and, as might be 
expected, the funded sector. 


Industry break-out 


mall firms are spread evenly throughout all sectors of the 
economy. As Table 2.10 shows, all but 15 of the busi- 
nesses in the Primary industry are small; even in the sector 
in which small firms are least represented, mining, more than 
68% of the businesses are nonetheless small. Small busi- 
nesses constitute less than 90% of the total in only four 
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industries: manufacturing, wholesale, finance, insurance and 
real estate and public administration. 


Table 2.10 
Distribution of firms in the Atlantic region, 
by industry and size 


Number and distribution of all firms and of small firms, by industry, Atlantic region, 1988. 


Number | Industry | Number | Industry | Small firm 
of firms | share of | of small | share of | share of 
aa cea total aa 


Primary 7 eer 1.1 ee 11.7 aa 


Market Services 29,682 
Subtle Services 


Unclassified 


ALL INDUSTRIES 84,136 100.0 = 79,702 100.0 94.7 


Notes: The abbreviations are for Transportation, Communications and Utilities (T,C & U), Finance, 
Insurance and Real Estate (F,1 & RE) and Personal and Business Services (P & B services). 
Community services includes education, health and welfare. 


Source: Employment Dynamics 
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Businesses employing fewer than 100 persons are most 
under-represented in mining and manufacturing and over- 
represented in primary industries, construction, retail trade 
and personal and business services. Personal and business 
services has the most firms, with almost 27% of all the busi- 
nesses in the region. 

The picture naturally changes when jobs, instead of 
businesses are analyzed. As Table 2.11 shows, some indus- 
tries have an extraordinarily high concentration of employ- 
ment in small firms - like primary industries and construc- 
tion, with about 80% each - but others do not favour small 
firms at all - like mining (16%), manufacturing (26%) and 
finance, insurance and real estate (32%), to name three. 

In terms of the four major sectors, small firms are most 
prevalent in retail and wholesale trade, where they account 
for 58% of the employment. The next strongest representa- 
tion is in market services, at 44%. Small firms have a strong 
presence in personal and business services, with 58% of the 
employment. Looking at the distribution of jobs, by industry, 
among small firms, the largest concentrations are in personal 
and business services and retail trade, with 12% and 11% 
respectively of all employment in small firms. For big firms 
in the region, the largest concentrations are in public admin- 
istration and personal and business services, with 9% and 7% 
respectively of total employment in big firms. 


Table 2.11" 
Distribution of employment in the Atlantic region, 
by industry and size 


Number and distribution of employment in all firms and in small firms, by industry. Atlantic 


Canada, 1988 
Number | Industry | Number | Industry | Small firm 
of jobs | share of | of small- | share of | share of 
1988 total firm ss total industry 


ee 18.5 15.1 


Eas srcaucin, 190.1 11.2 80.6 13.2 42.4 
oeece trade 38.2 2.3 23.8 3.9 62.3 | 


Market services 


Community services 

Funded sector 271.8 16.1 32.3 5.3 11.9 
Non classified 37 0.2 3.4 0.6 91.9 
ALL INDUSTRIES 848.3 100.0 307.8 100.0 36.3 


Notes: The abbreviations are for Transportation, Communications and Utilities (T,C & U), Finance, 
Insurance and Real Estate (F,1 & RE) and Personal and Business Services (P & B services). 
Community services includes education, health and welfare. 


There is a strong correlation between the degree of 
small-firm dominance in an industry and employment growth 
rates. As Table 2.12 shows, the fastest growth rates over the 
decade are generally in the industries where small firms have 
the highest employment share. The main exception is 
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community services, which has the second highest growth 
rate and the ninth highest small-firm presence; the other is 
construction, where the growth rate was eighth highest and 
the small-firm presence second. Almost all the other indus- 
tries ranked within two rungs in each of the two measures. 


Table 2.12 
Where the growth is 


Growth rates of small and big firms over the period, by industry, and share of total jobs in 
1988, by industry. Atlantic Canada, 1980-89 and 1988 


Employment growth rate, 1980-89 
eety [Small firms | Bigtime [All firme. 


Primary 62.4% 0.0% 47.9% 


Goods-producing 45.8% 13,9% 6.1% 
Wholesale trade 


Market services 69.3% 5.4% 22.5% 
Community services 98.4% 26.1% 41.9% 


Small firms employ fewer than 100 people. 


Looking at growth rates in small firms only, mining has 
the highest growth rate, followed by community services then 
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finance, insurance and real estate, despite their low concen- 
tration of small firms. 

As small firms have expanded their role steadily through- 
out the past decade, they have changed the distribution of 
employment significantly, as Table 2.13 shows. 


Table 2.13 "° 
Distribution of jobs by industry in Atlantic Canada 


Employment New jobs Employment 
distribution created distribution 
1979 1980-89 1988 


[ (000s) %] (000s)|__% | 


Manufacturing 


Total 720.2 100.0 147.0 100.0 848.3 100.0 


Insurance and Real Estate (F,! & RE) and Personal and Business Services (P & B services). 
Community services includes education, health and welfare. 
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The goods-producing industries declined from 25% in 
1979 to 22% in 1989. The trade sector and the funded sector 
countered with a gain of one percentage point each and the 
unclassified firms gained the most. 

The retail sector must be added to those that were major 
job creators. Of the 147,000 new jobs, 22.1% came from 
retail. Personal and business services and community services 
each contributed 24%. Transportation, Communications and 
Utilities was the only industry to show lower employment in 
1988 than in 1979, although mining increased by only a 
fraction. 

The employment distribution over industry sectors for the 
Atlantic region is similar to that in Canada. The largest 
differences are in public administration, in which Atlantic 
Canada has almost twice the representation found in the rest 
of Canada; there is also a big difference in manufacturing 
where it accounts for 14% of employment in the region 
compared to 18% in the country. Finally, in the finance, 
insurance and real estate industry, and in community services, 
the region’s share of employment lags that of the country as 
a whole. 

Although 83,100 manufacturing jobs were added in 
Canada between 1980 and 1989, manufacturing’s share of 
employment fell from 22% to 18%. At the same time, 
personal and business services showed the largest increase in 
the number of jobs, going from 14% to 17% of employment 
or from 1.33 million to 2.02 million jobs. The most signifi- 
cant job creator after this was community services; these two, 
between them, created almost 50% of the new jobs in 
Canada, as Table 2.14 shows. The retail sector was the next 
largest creator of new jobs, with 16%. Construction, with a 
7% share of new job creation, followed retail. 

The very large public administration sector in Atlantic 
Canada can be explained by the presence of four provincial 
governments and a major contingent from the Navy. The 
Atlantic region also has twice the proportional employment 
in the primary sector but matches Canada in both construc- 


tion and transportation, communications and utilities. This is 
shown on Table 2.14. 

It should be noted that within Canada, 22% of all the 
jobs there were in 1989 were created between 1979 and 
1989. 


Table 2.14 
Distribution of jobs by industry in Canada 


Distribution by of employment in 1979 and 1988 and the contribution of firms within 
each industry toward new jobs created in the intervening years. Canada, 1979-89 


Employment New jobs Employment 
distribution created distribution 
1979 1980-89 1988 


P & B Services 13334 138 7745 200 20191 169 
Market services 27884 289 9917 37.1 36203 303 
Community services 1,309.8 13.6 547.0 20.5 1,781.4 14.9 


Funded sector 2.2533 233 6857 25.7 28855 24.2 


Unclassified 22.8 0.2 103.0 3.8 62.4 0.5 
Total 9,644.1 1000 26726 100.0 11,9205 100.0 


Notes: The abbreviations are for Transportation, Communications and Utilities (T,C & U), Finance, 
Insurance and Real Estate (F,1 & RE) and Personal and Business Services (P & B services). 
Community services includes education, health and welfare. 


"Source: Employment Dynamics 


SMALL BUSINESS IS BIG 31 


Despite the growth of employment in small firms, the 
average number of jobs per small firm has declined from 4.3 
per firm in 1979 to 3.9 in 1988, as Table 2.15 shows. 


Table 2.15 
Atlantic small firms are becoming smaller 


Average employment per firm for small fms and for large firms, at the beginning and end 
of the period from 1979 to 1988. Atlantic Canada. 


Average number of jobs, Average number of jobs, 
1979 1988 


Goods producing 41 635 107 36°. 658" RO 
Wholesale trade 


Market services 
Community Services 


Publ 


Funded sector : 
Non classified . 1.0 
TOTAL 43 118.7 12.8 3.9 121.9 10.1 


Notes: The abbreviations are for Transportation, Communications and Utilities (T,C & U), Finance, 
Insurance and Real Estate (F,1 & RE) and Personal and Business Services (P & B services). 
Community services includes education, health and welfare. 

Because firms are categorized by size based on their national size, it is not anomalous to have 
a firm employing more than 100 people with fewer than 100 employees in the region. 


“Source: Employment Dynamics 


32 


The decrease in the average size of the small firms is 
largely due to the high proportion of startups among small 
firms. For larger firms, there is less of a pattern, although the 
average larger firm began with 118.7 jobs and ended with 
121.9. The average number of employees in firms employing 
more than 100 people in primary industries, mining and 
manufacturing each increased. Construction decreased, as did 
transportation, communications and utilities, wholesale trade, 
retail trade, finance, insurance and real estate and business 
and personal services. In the large funded sector, both public 
administration and community services increased their 
average employment significantly. 

Average employment in small firms grew in mining, 
retail and public administration. In community services it 
remained constant at 3.8 jobs and in all the other sectors, the 
average small firm became smaller. In large firms, there was 
an increase in size in the primary sector, in mining, manufac- 
turing, community services and public administration. 


A profile of the self-employed 


ost of the people who declare income from self-emp- 

loyment do not rely on that income for the bulk of 
their earnings. In 1989, the most recent year for which tax 
data is available, there were 165,576 people in the Atlantic 
region who had self-employed earnings: out of total earnings 
of $28,698, these people earned an average of $8,267 (or 
29%) from self-employment. In 1988, there were about one 
thousand fewer self-employed people and they earned, on 
average, $8,373 from self-employment out of total earnings 
of $26,998. 1989 was therefore a tough year for the self- 
employed who saw their earnings from this source drop by 


a bit more than 1%, while their total income grew 6%. 


It is, of course, problematic to place too much emphasis 
on changes like this over one year. However, it is notable 
that the number of self-employed males declined over the 
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year by about 1,000, while the number of females rose by 
about 2,000, as Table 2.16 shows. 


Table 2.16" 
Comparison of the self-employed 1988/89 


from all sources and from self-employment and the percentage of their total eamings 
represented by income from self-employment, by age and sex. Atlantic Canada. 


Number of self-employed : 


All 165,576 164,514 1,062 


Average earnings from all sources 


Males $32,519 $30,526 $1,993 


Under 35 $20,491 $19,946 $545. 


All $28,698 $26,998 $1,699 
Average earnings from self-employment 


"° Source: Demographic Profile of Self-employment, Atlantic Canada, 1989, 
Small Business and Special Surveys Division, Statistics Canada 
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The earnings of females are consistently less than those 
of males (they average 43% of the males’ self-employed 
income and 56% of their total income); this would have the 
effect of lowering average self-employed income without 
affecting total income quite so severely. 

The source of this decline in the male proportion of self- 
employed income is most likely found in Table 2.17, which 
shows that about 21% of total self-employed income was 
derived from fishing, compared to 25% in 1988. 


Table 2.17 ”° 
Where the self-employed earn their income 


Distribution of total self-employed income between the six highest sources of income, by 
gender and by age. Atlantic Canada, 1989 


Share of each type of income in self-employed earnings of: 
Males Females All self- 35 and 
employed over 


46.3% 30.4% 30.0% 


As people who derive self-employed income from fishing 
are predominantly males, this indicates the effects of a 
decline in activity in the fishing industry that year. The 
proportion of self-employed income derived from other 
sources rose evenly everywhere else except for rental income, 
which drained 3% from net income in 1988, but contributed 
almost 2% in 1989, 


» Source: Demographic Profile of Self-employment, Atlantic Canada, 1989 
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When total earnings from all sources are examined in the 
context of the level of income from self-employment, Table 
2.18 shows that the higher the income from self-employment, 
the higher the total income: people who earned $25,000 or 
more from self-employment earned a total income of 103% 
of the average for all self-employed, while people with self- 
employed earnings of less than $25,000 earned total income 
of less than three-quarters of the average for all self- 
employed. 


Table 2.18 *' 
What the self-employed earn 


Average net income of the self-employed, by age and by sex, whose gross earnings from 
self-employment fall within the range shown. Also, each category expressed as a percent 


of the average for all self-employed people. Atlantic region, 1989 


Range of gross self-employed earnings 
Age or sex Less than |  $10,000- $25,000 Total 
$10,000 $24,999 or more 


Average of total net earnings 


Males $21 ,480 $22,919 $33,641 $32,351 


All $19,292 $20,823 $29,641 $28,518 


Percent of average for all self-employed 
3% 80.4% 118.0% 


Males 75 


All 67.6% 73.0% 103.9% 100.0% 


Notes: The category for incomes less than $10,000 includes those with negative earnings. 


This table demonstrates how males and people over 35 
eam significantly more than the average, while females and 
the young earn only 63% and 72% of the average respective- 


*" Source: Demographic Profile of Self-employment, Atlantic Canada, 1989 
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ly. Finally, there is a very high reliance on income from 
other sources for all self-employed people. People who earn 
less than $10,000 from self-employment average a loss of 
$2,241 from self-employment and a total of earnings from all 
sources of $19,923; those who have gross self-employed 
earnings of $25,000 or more average $9,289 net income from 
self-employment and a total of $29,649 from all sources. 
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CHAPTER 3 
UPS AND DOWNS 


ik 1989, the most recent year for which data is available, 
small firms reasserted their dominance in the field of job 
creation, accounting for 21,500 new jobs - or 113% of the 
total of 19,100 jobs created in the region. In other words, for 
every 113 jobs created by small firms, big firms lost 13. In 
1988, large firms had gone on a hiring binge, increasing their 
employment by 3.2% and reducing the share of new jobs 
created by small firms to 63%, as Table 3.1 shows. 


Table 3.1 ' 
The roller coaster of job creation 


New jobs created by small firms and large firms each year during the period 1979-89, and 
share of small firms in total job creation, Atlantic Canada 


Jobs created Jobs created 
by small firms by large firms 
(000s) 
1979 13:7 21.4 39 


Notes: Small firms are those employing fewer than 100 people. 


' Source: Employment Dynamics 
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This confirms the suggestion made last year’ that the 
surge in employment of large firms in 1988 was an aberra- 
tion. In 1989, the largest firms employing 500 or more 
people reduced their workforce by 5,500 people, after raising 
it by 10,000 the year before. In fact, over the past decade, the 
largest firms in the region have slipped behind very gently, 
reducing employment by an average of somewhat less than 
1,000 people a year, on the base of an initial total employ- 
ment of 383,700 in 1980. By contrast, the smallest firms, 
employing fewer than 5 people, have grown at an amazing 
rate through recessions and setbacks, averaging more than 
9,000 new jobs a year, or 15% a year on a base of 1980 
employment of less than 50,000, as Table 3.2 shows. 


Table 3.2 ° 
The smallest companies grow fast, the big ones decline 


Annual growth rate within each size category, by number of employees at the beginning of 
that year, Atlantic Canada, 1979-89 


Annual growth rate (%), for firms with employees numbering: 


ra] sto] aoe [soon] oo] sens To 


1981 12.5 (04) (05) (3.3) 0.6 0.7 1.0 


Looking at these annual growth rates, it can be seen how 
the larger firms are, the more frequent are their years of 


’The State of Small Business and Entrepreneurship in Atlantic Canada, 1991 


* Source: Employment Dynamics 


decline. Smaller firms have had no negative years, except for 
the 1981-82 recession - and even then, the smallest firms 
employing fewer than 5 people kept right on growing. 
Since the early 1980s, the gap between the growth rate 
of big and small companies has widened, as Chart 3.1 shows. 


Chart 3.1 * 
The widening gap between growth in small and big firms 


Comparison of annual growth rates in Canada and Atlantic Canada, for small and big firms, 
1979-81, 1982-83, 1984-85, 1986-87 and 1988-89 


Annual growth rate 


1979-81 1984-85 1988-89 
1982-83 1986-87 
Year 


—-— Small firms —=— Big firms —=- Small firms —=- Big firms 
Atlantic Canada Canada 


Notes: Small firms are those employing fewer than 100 people, big firms are the remainder 


For this chart, growth rates are shown as annualized rates 
Over a series of two-year periods. This is done because the 
- growth rates in individual years are more volatile, particularly 
among big firms, which sometimes overhire and then 


“ Source: Employment Dynamics 
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overcorrect. The employment patterns in the years that are 
combined are quite similar, and the resulting annualized rates 
give a clearer idea of the underlying trends. The widening 
gap between the growth rates of small and big firms is more 
noticeable for Canada than it is for the Atlantic region. The 
growth rates for firms employing more than 100 people are 
remarkably consistent for both Canada and the region, but 
those for small firms tend to be more volatile in the country 
as a whole than in the region, as Chart 3.2 shows. 


Chart 3.2° 
Atlantic Canada grows slower in good times, 
declines less in bad times 


Comparison of annual growth in employment for all firms in Atlantic Canada and Canada, 
1979-89 


Annual growth rate 


1979 1981 1983 1985 1987 1989 
1980 1982 1984 1986 1988 


Year 


es _ Atlantic - - Canada 


The main reason for this difference is the greater role in 
the region of the funded sector, which employs 32% of all 


* Source: Employment Dynamics 
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workers, compared to 24% in the country as a whole. The 
funded sector’ naturally has a much higher concentration of 
big employers, with 34 employees per employer in 1988, 
compared to 8 in the market sector, so the region’s growth in 
employment is more closely tied to the funded sector, which 
is more stable, but less expansive when the economy is going 
well, as Chart 3.3 shows. 


Chart 3.3’ 
Where the strength lies 


Annualized growth in in Atlantic Canada in the funded sector, the goods- 
producing sector and market services/trade, during the periods 1980-81, 1982-83, 1984-85, 
1986-87 and 1988-89 


Annual growth rate 


1980-81 1984-85 1988-89 
1982-83 1986-87 
Period 
—=—— Funded sector —®- Goods -ea-* Trade and 
market services 


© The funded sector includes public administration and community services 
(education, health and welfare and religion), which are almost entirely funded by 
governments or their agencies and which do not derive their income from a 
marketplace. The market sector is the balance of industries. 


7 Source: Employment Dynamics 
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It is notable that the goods-producing industries in 
Atlantic Canada did very well after the 1982-83 recession, 
recovering to generate almost as much employment growth 
as trade and market services. The goods-producing industries 
did well in Canada, too, but not to the same extent. 


Births, deaths and survivors 


he remarkable contribution of small firms to the creation 

of employment is based largely on the formation of new 
business ventures. It is not clear at this point just how many 
of these new ventures are a direct result of the downsizing of 
big firms, which buy from suppliers some of the products 
and services that they previously provided "in-house". The 
downsizing phenomenon, however, certainly does not explain 
all of the growth in employment in small firms, because there 
has been - and continues to be - a powerful change in the 
social climate that is encouraging people to become self- 
employed. Many of them start very small. Some never grow, 
but some move on to build substantial businesses. 

This is abundantly clear in examining the statistics for 
births, deaths and survivors. This terminology can be 
somewhat misleading, as births are often not births at all and 
deaths are equally often not dead. Births are described in the 
Statistics as "newly identified". These are generally new 
ventures, but they are sometimes existing businesses that 
have taken on a new form or have started reporting to 
government agencies differently. They may also be firms that 
did not register when they started and are catching up on 
their paperwork. Deaths, by the same token, are sometimes 
firms that are continuing in another form that has escaped the 
attention of Statistics Canada. They are described as "no 
longer identified". Some of them have been absorbed by 
other businesses, others stop filing for whatever reason, even 
though they are continuing their business, and still others are 
merely making changes in their corporate structure. 


Despite these difficulties, the statistics on "births" and 
"deaths" offer useful insights into the dynamics of small 
business in Atlantic Canada. In the decade ending in 1989, 
the net new jobs created were 147,000, but this represents the 
net gain after some spectacular ups and downs. From a 
Starting point of 720,000 jobs in 1979 in the whole region, 
births contributed 221,000 new jobs over the period to the 
end of 1989. Many more new firms were born and died 
within the decade, so they never made it to the scorecard. 
Even more businesses that existed in 1979 did not make it 
through to the end of the decade - loosing 148,000 jobs along 
the way. 

The firms that survived the decade, having been there at 
the beginning and the end, contributed between them 74,000 
new jobs, consisting of 164,000 new jobs from the "continu- 
ing" firms that increased their employment and 90,000 lost 
jobs from the continuing companies that decreased their 
employment. This heavy reliance on new ventures is even 
more pronounced among small firms, naturally. Births of 
firms with fewer than 100 employees contributed 175,000 
new jobs on an employment base in small firms of 227,000 
in 1979, while deaths took 91,000 back again. This is still an 
impressive net gain of 84,000 new jobs, compared to a net 
gain of 49,000 from continuing firms. 

Among big firms, the likelihood of startups is much 
smaller, so their employment changes are sourced primarily 
in the continuing companies. This can be seen clearly in 
Chart 3.4, which shows the contributions to net employment 
gains by small (fewer than 100 employees), mid-sized and 
large (more than 500 employees) organizations. Small firms 
account for almost all the gains from births, but big firms 
play a much more important part in gains from the expansion 
of continuing companies. By the same token, small firms 
dominate the job losses from deaths and account for a 
relatively smaller part of the contractions of continuing 
companies. 
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Chart 3.4 ° 
Small firms create jobs mainly through startups 


Employment gains and losses from the expansion and contraction of firms that existed in 
both 1979 and 1989, and employment gains and losses from firms that started during the 
decade and firms that existed in 1979 but disappeared before 1989. 
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Employment changes 
(Thousands) 


-100 i CZ, 
“| 50: $$ nh = 
Expanding Births Net gain 
Contracting Deaths 


Source of employment change 


] small firms Mid-sized R&S big firms 


In taking a closer look at the patterns of births and 
deaths, Table 3.3 indicates that there are stages in the 
development of a culture that favours self-employment. The 
rate of increase in the number of firms in Canada is signifi- 
cantly below the rate in Atlantic Canada, particularly New- 
foundland and Prince Edward Island. New firms started 
during the decade represented 152% of the total number of 
firms in Newfoundland in 1979; the comparable figure for 
PEI is 118%, while Canada is at 107%. This high rate of new 
ventures naturally breeds a high death rate as well, because 
new firms are so vulnerable in their early years. Indeed, the 
death rate is significantly higher in the Atlantic than it is 


*Source: Employment Dynamics 


elsewhere in the country. However, the net gain from births 
and deaths is highest for the provinces with the most rapid 
startup rate. In other words, the torrid pace of new venture 
formation is leaving greater numbers of businesses in 
existence than in the rest of Canada. 


Table 3.3 
The Atlantic region has to work harder for results 


Increase in the number of firms and in employment, during 1980-89, as a result of newly 
identified firmst and decrease as a result of firms no longer identifiedt, in small firms (which 
employ fewer than 100 people), expressed as a percentage of the number of firms or 
employment in 1979. 


Percentage change resulting from: 
[births | deathe | —_netchange 


Number of firms 
Canada 106.6% -57.0% 49.6% 


Employment 
Canada 85.2% -43.3% 41.9% 


tNotes: "Births" are firms that are newly identified; "Deaths" are firms that are no longer identified if 


The picture is quite different when changes in employ- 
ment are considered. In this area, the country as a whole is 
way ahead of the region, with a significantly greater net gain 
from births and deaths. This would seem to indicate that, 
even though small businesses are the prime source of new 
jobs now, a high level of venture formation does not necess- 
arily translate into a high level of job creation in the early 
Stages of a transition toward a more entrepreneurial economy. 
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As the transition builds a head of steam, entrepreneurs 
develop an infrastructure that supports and encourages them, 
helping them become more experienced and venturesome, 
and more able to translate that experience into more jobs for 
each new business. For the region there is the additional 
difficulty that a small local market inhibits growth. It is 
interesting that Newfoundland, with both the greatest impetus 
to turn to self-employment and the most difficult access to 
markets, is experiencing a spectacular burst of new venture 
creation, with a startup rate at 152% over the decade. Yet its 
net employment gain was only 35%, compared to Canada’s 
42% and higher levels in all other provinces except PEI. 


What it takes to survive 


we startups playing such an important role in the 
growth of employment, it has become important to 
understand better what influences the rate at which new 
ventures are formed. To this end a model was created, which 
analyzed data on startups and failures. This data is more 
accurate than the births and deaths data referred to earlier in 
this chapter, because it has been cleared of most of the 
double-counting that inflates the births and deaths numbers. 
Moreover, it provides information on the age of companies 
at the time they cease operations, thereby enabling 
researchers to estimate failure rates year by year. 

In terms of startups, Chart 3.5 shows the progression of 
Startups in the Atlantic region from 1980 to 1989. These 
numbers were compared with the total number of businesses 
in existence at the start of each year, which permitted a 
precise calculation of the startup rate. This in turn made it 
possible to calculate an average rate for the decade, which 
has been used to establish an "expected" startup rate, which 
is the number of businesses that, bearing in mind the existing 
stock of businesses, would be started in any one year if the 
rate was equal to the average for the decade. On this basis, 
it can be seen from Chart 3.5 that the economy had a 
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significant influence on startups: in 1982, the worst year of 
the recession of 1981-82, startups declined significantly, but 
the putative entrepreneurs played catch-up in 1983, when the 
Startups were well above the expected rate. On average, 
therefore, startups are quite consistent and do not vary 
enormously. 


Chart 3.5 ° 
The impact of the economy on startups 


The actual number of startups each year, compared to the number that would normally be 
expected if the startup rate were equal to the average startup rate for the whole period. 
Atlantic Canada, 1980-89. 
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Notes: The expecied startup rate is based on a model developed to examine the impact of different 
startup and failure rates. The model consists of estimated startups, failures and the growth in the total 
number of companies, based on the data contained in Employment Dynamics. 


* Source: This chart and the three charts and three tables that follow are all 
_ based on a special run of the data contained in Employment Dynamics; this run 
examines every firm by the year it is first identified and the year in which it is 
no longer identified. The figures for the final year of the period under study have 
been adjusted slightly to compensate for a statistical residual that distorts that 
year. 
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For the region as a whole, startups averaged slightly less 
than 20% per year of the number of businesses in existence 
at the beginning of each year. In the course of the decade, 
the lowest rate was 18.5% and the highest was 21.1%. 
However, this conceals some significant variations between 
the provinces, as Table 3.4 demonstrates. 


Table 3.4 ° 
Provincial highs and lows 


Startup rate and failure rate, averaged over the period 1980-88, for each province; and the 
resulting net gain in businesses. Average life expectancy§ of a new venture in each 
province and a comparison of survival rates after three and five years. 


Atlantic 19.9% 15.1% 4.8% 7.01 446% 34.4% 


§Note: See Note to Chart 3.5. Life expectancies are calculated using the model referred to. 


Newfoundland has by far the highest startup rate, as was 
established previously, while the other three provinces are all 
close to 18% or 19%. Despite its correspondingly higher 
failure rate, Newfoundland still comes out with the greatest 
net gain in the number of businesses it generates through new 
ventures - almost 7%, compared to the next highest at 5% in 
P.E.I. and about 4% in Nova Scotia and New Brunswick. The 
degree to which Newfoundland has to run harder to stand 
still is evident from the average life expectancy of new 
ventures, which will last for 6.3 years in Newfoundland, 
compared to 7.7 in P.E.I. The attrition rate is quite devastat- 
ing with these high failure rates - after three years, only 44% 
of the firms that started in an average year will still be in 


Source: Special run of Employment Dynamics 


business. After five years, it is only slightly more than a 
third. 

When provincial trends are analyzed on an annual basis, 
it is clear that the regional numbers hide some significantly 
different trends between the provinces, as Chart 3.6 shows. 


Chart 3.6 " 
Provincial trends in startup rates 


N’f'land 


Startup rate 


1980 1982 1984 1986 1988 
1981 1983 1985 1987 1989 
Year 


mare NibsenGire Vries NO. NB 


Newfoundland’s startup rate is accelerating and New 
Brunswick’s is recovering after a dip, but P.E.I.’s has 
declined precipitously since 1980, when it was the highest in 
the region, to become the lowest in 1989. And Nova Scotia’s 
startup rate has been declining steadily, if less dramatically, 
since 1983. This is cause for some concern in P.E.I. and 
Nova Scotia because so few businesses survive the first few 


"Source: Special run of Employment Dynamics 
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years that a high startup rate is needed to keep a steady 
supply of young firms in the economy. Chart 3.7 shows just 
how few businesses do survive. Half of every year’s crop has 
gone by early in the third year; two-thirds have gone by the 
sixth year; only 20% remain after 11 years; and only 10% 
remain after 20 years. Perhaps it really is true that the first 
20 years are the toughest! 


Chart 3.7 
The first 20 years 


Percentage of new ventures that survive to the end of each year, for 20 years 


Survivors from startups 


As was mentioned in last year’s report, most of these 
failures are not bankruptcies - often the owner just closes the 
doors and pays off all the bills, because it doesn’t make 
enough money; sometimes the owner just wishes to pursue 


"Source: A special run of Employment Dynamics 
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other opportunities. Equally often, closing the doors is part 
of learning how to succeed as an entrepreneur. 

In analyzing the failure rates, it is useful to compare 
actual failures with expected failures, based on the average 
failure rates over the decade. Chart 3.8 shows that, contrary 
to conventional wisdom, failures actually declined during the 
1981-82 recession, falling significantly below expected 
failures. 


Chart 3.8 
Actual and expected failures for all companies 
and for companies in their first year 


Actual failures for all companies and for companies in their first year, compared to the 
failures that might be expected on the basis of the average failure rates observed over the 
period 1979-88. Atlantic Canada. 
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This is likely because many people hold off closing down 
their businesses because they hope to clear away debts or to 
get a better price if they wait for the recovery. It is true that 
bankruptcies rise, but they constitute only 10% of all failures. 
Like startups, however, the failure rate soars again in the year 
following the depth of the recession, rising well above the 
expected failure rate for that year. Overall, it is fair to say 
that failure rates are predictable, even if their timing depends 
on economic conditions. 

Equally interesting, the chart also examines the failure 
rate for businesses in their first year - and it is apparent that 
economic conditions have very little effect on businesses that 
fail in their first year. Expected failures and actual failures 
are extremely close. In 1982, the actual failures of new-born 
enterprises were only a smidgen below the expected rate, and 
in most years, actual and expected failures were almost 
identical. 

The net effect of all this activity is that the total number 
of firms in the region has been growing at about 4.7% a year 
- the net result of 20% startup rate and a 15% failure rate. As 
Table 3.5 shows, this rate accumulates rapidly; the total 
number of businesses in the region rose to 86,000 in 1989 
from 56,000 in 1980. It would appear that this rate is slowing 
down now. It reached a peak of more than 8% in the 
recovery year of 1983, but is now languishing around 4%. 


Table 3.5 “ 
The dynamics ofa high turnover 


The net gain each year from new ventures started, , less the businesses that ceased 
operating in the current year. Atlantic Canada, 1979-1989 


Toul fra [Sra] Det 
Year the year this year since 
before eres eee) ee 
1980 


55,919 11,782 8,983 2,799 5.01% 


1982 61,638 11,340 9,205 2,135 3.46% 


Average 71,403 14,137 10,705 3,342 4.90% 


Notes: The firms counted as dead did not operate i in the year shown, but they did operate the previous 
year. Likewise, the starts did not operate last year, but did in the current year shown. 


In seeking to establish the source of the startup activity, 
it is useful to examine startups and failures on an industry 
basis. This demonstrates that the activity is, in fact, heavily 
concentrated in a handful of industries. Mining and Business 
_and Personal services are by far the most active sectors, with 
a startup rate of almost 26%, which is well ahead of the next 
highest, at 18% in Transportation, Communications & 
Utilities. 


“Source: The special run of Employment Dynamics 
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As Table 3.6 shows, the net gains from startups and 
failures are significant in only the top three industries, which 
had net gains of 6.6%, 6.6% and 7.7%. 


Table 3.6" 
The industries where the action is 


ser prema 255 rary 


Total startups between 1980 and 1989, total failures be 


and the corresponding startup and failure rates, based on the average number of companies 
operating during the period. Ranked by startup rate, with sub-industry detail for business and 
personal services. Atlantic Canada, 1979-89 


- Amusement/recreation 6,221 4,495 19.0% 13.7% 5.3% 


- Accommodation/food 8,059 6,684 18.4% 15.3% 3.1% 


TOTAL 141,365 109,907 19.9% 15.5% 4.4% 


Notes: The abbreviations are for Business & Personal services (B&P services), Transportation, 
Communications & Utilities (T,C & U), Finance, Insurance and Real Estate (F, | & RE). Community 
services includes education and health and welfare. 


"Source: Special run of Employment Dynamics 


Primary industries came close with a net gain of 5.5% on 
a startup rate of 17%, but all the others gained between 2% 
and a little more than 3% on weak startup rates. 

Further examination of the business and personal services 
industry reveals that the action there is coming almost 
entirely from one sub-industry - personal services, where the 
startup rate was an astonishing 39% a year and the net annual 
gain was more than 10% during the decade. It is significant 
that business services, which is the backbone of private- 
sector employment growth elsewhere in Canada, has not 
performed particularly well, although it has not done badly 
either; it had a net gain of 3%, although its startup rate was 
a healthy 20%. 

The developed countries are, of course, letting a lot of 
their goods-producing industries slip away to the Third 
World, so it is to be expected that services will provide most 
of the new jobs in the future. However, it is important to 
develop expertise in services with export potential and high 

skills content, like business services. 


The dynamics of business and employment 


mall businesses, as a group, can lay claim, as this chapter 
and chapter 2 have demonstrated, to being the most 
_ dynamic part of the economy, as they consistently provide 
_the lion’s share of new jobs. But individually, they often lead 
a precarious existence. The patterns of rapid growth, linked 
to equally rapid disappearance among startups have already 
_ been examined in this chapter; what is perhaps surprising is 
that the turnover and turbulence continue long after the 
Startup phase is over. This section looks at the patterns of 
growth and decline among firms already established - and it 
finds that the turnover of businesses is staggering. Although 
each one is different, established small firms seem to follow 
four basic patterns of behaviour as they grow, decline or fail: 
. 
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e A relatively small proportion are major success stories, 

including a handful of super performers who account for a 

wildly disproportionate share of the total employment gains. 

¢ A lot more are as ambitious as the first category, with 
dreams just as grand, but they fail, for a myriad of reasons, 
some of which are their own fault, some of which are not. 

Many of these people learn from their experience and go on 

to succeed in subsequent business ventures. 

¢ In between, there is a large number of small-business 

owners - perhaps a third of all business owners in Atlantic 

Canada - who earn a comfortable living, but have no desire 

for more than marginal growth; 

e Finally, there are the small businesses that survive but 

never acquire any momentum, growing in good times and 

shrinking in bad times, flirting constantly with disaster, 

sometimes for many years. 
It makes for a volatile mix, with businesses starting, failing, 
merging, selling out, growing and declining in astonishing 
volumes. Using a special run of data developed by Statistics 
Canada, it is possible to develop a unique perspective on this 
churning of firms and employment, starting with Table 3.7, 
which shows that small firms are, to say the least, a moving — 
target. More than half the firms that existed in 1979 ceased 
operations by 1989, but they were replaced by exactly double 
their number of new ventures. 

The easiest way to understand this data is to analyze the 
movement of firms between the various size categories 
(fewer than 5 employees, 5 to 19, etc) and then examine the 
impact this movement has had on employment. The degree 
of movement between size categories by firms that existed in 
both 1979 and 1989 and that grew (growers) or declined 
(sliders) during the decade is nothing short of astonishing. In 
firms with 20 to 99 employees, almost half of them grew into 
the next category or higher. The percentages for firms with 
fewer than 20 employees were not as big, but they represent 
a powerful push for growth because the absolute numbers are 
so much higher in these categories than in all others. The net 
effect was that the size category with 20 to 99 employees 
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grew by an amount almost equal to the total number of firms 
in the category in 1979 as a result of firms that left other 
categories during the decade, as Table 3.7 shows. 


Table 3.7 ° 
The volatility of small businesses 


Tumover in the number of firms within each size category during 1980-89 - from new firms, 
exits, and growth or decline into other size categories - expressed as a percentage of the 


number of firms in 1979, Atlantic Canada 
Percentage change by size of firm (number of employees) 


rpeot |S S49] m4] 5000] woe] 500+] Al 
Fisher Ore, nT 


change 


Base, 1979 100 100 100 100 100 100 100 
Firms coming into the size category 


40 22 
Total 137 127 149 173 88 48 132 


category above the one in which they were in 1979. Sliders are the same except that have declined 
to a lower category. Inflow is the other side of the coin: they count the sliders and growers by the size 
category into which they move over the period 1980-89. 

Totals may not coincide with the sum of some columns due to rounding. 


Most of this increase came from smaller firms growing 
bigger: a solid 12% of the smallest, most volatile firms grew 
to a size category one or more higher; for bigger size 


© The statistics in this chapter are based on Growing and Declining 
Businesses in Atlantic Canada, 1979 to 1989, Statistics Canada, 1992. This is a 


_ special run of the data contained in Employment Dynamics, used extensively 
elsewhere in this report. 
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categories, the percentage that grew out of their categories 
was even more impressive, as Table 3.7 shows. The percen- 
tage of firms that declined out of their categories, by con- 
trast, was much lower. 

It is, nevertheless, important to note that the inflow into the 
two biggest size categories was much lower than the other 
categories - firms from other categories coming into the two 
biggest categories amounted to 40% of the 1979 base for 
firms with 100-499 employees and 22% for the biggest firms. 
This indicates that fewer growth firms are making the 
breakthrough to become threshold companies that can drive 
significant growth in an economy. The growth from inflow 
into these two categories for Canada as a whole is signifi- 
cantly higher than it is for the region. 

Looking at this churning from the other end of the telescope 
- the source category of the moving firms - Table 3.7 shows 
that, in the three categories for firms employing 5 to 99 
people in 1979, the firms that left the category because they 
grew or declined amounted to 34%, 59% and 72%, respect- 
ively, of the total firms in 1979 in that category. These 
numbers are boosted to a considerable degree by new 
ventures, which can start off in a category, and move up or — 
down out of it quite quickly. It is remarkable that, for firms 
employing 50 to 99 people, the number of firms in the 
category were augmented by 173% of the total firms in 1979 
thanks to entrants and inflow from other categories (mostly 
growers, aS mentioned previously); at the same time, exits 
and firms that grew or declined out of this category repre- 
sented the equivalent of 125% of the total firms in 1979. The 
net effect was a 48% increase in the number of businesses of 
this size in the region during the decade - the most impres- 
sive growth of any size category other than the smallest. 

This is encouraging for the region, because this is the 
source of threshold firms. However, it is difficult to judge the 
importance of this growth as size categories are based on 
national employment, so the strong growth in the region may 
be the effect of a number of different trends: if these firms 
are locally based firms, their growth is a critical factor in 
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regional economic growth; if they are regional branches of 
national firms, it is more difficult to establish the long-term 
effects. Threshold firms are the most likely to come up with 
spectacular growth rates, but the impact on Atlantic Canada 
can go in either direction. Sometimes, the growth of national 
mid-sized firms spills over into other regions as they expand 
in small local units, with relatively little prospect of strong 
long-term employment growth; in other cases, expansion into 
the region represents significant employment growth in the 
most dynamic sector of growing firms. This is illustrated by 
the high rate of new entrants in the bigger size categories - 
48% and 26% respectively of the two biggest categories. 
These high rates sometimes hold little benefit for the region, 
because the national firms do not always expand their 
operations right across the country immediately. 

In the smallest firms, employing fewer than five people, all 
the power comes from startups, as is well known. Because of 
the huge numbers of firms in this category (three quarters of 
all firms), bigger firms declining into the category do not 
make much of an impression, but new ventures added 134% 
more firms during the decade. This is comfortably ahead of 

the 60% lost to failures. 

_ It is surprising just how much turnover there was in the 
largest firms, which employ more than 500 people. These 
firms, numbering about 2,000, lost almost a half of their 
number to failures and downsizing; this was exactly matched 
by entrants (26% of the 1979 total) and smaller firms 
growing into the size category (22%). Overall, the employers 
in this category stood still during the decade. 


Growth and decline in the job market 


he impact of this turnover becomes even more dramatic 
when jobs are added to the equation. As Table 3.8 
shows, the major contribution to job creation came from new 
ventures. More than half the firms that existed in 1979 went 
out of business during the decade, and new ventures added 
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exactly double that number to increase the stock of busi- 
nesses by a net 54%. In the course of this activity, the firms 
that existed in 1979 lost almost 75,000 jobs, about one-tenth 
of 1979 employment and the equivalent of more than half the 
total new jobs created during the decade. New ventures saved 
the day by creating 220,000 jobs, or the equivalent of 151% 
of total new jobs. 


Table 3.8 °” 


Status 1979 firms total gains 
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Notes: The net change in firms is entrants less exits. The net change in employment is overall new jobs 
created in Atlantic Canada. Growers are firms that existed in 1979 and have grown sufficiently to 
graduate to a size category above the one in which they were in 1979. Sliders are the same except that 
have declined to a lower category. 


Despite the dominance of new ventures, it is important to 
note that almost half of all net new jobs were provided by a 
mere 9% of the 1979 firms that grew into a larger size 
category during the decade than the one they started with. 
Since exits reflect the startup rate, the net growth from 
startups and exits contributed almost exactly the same share 
of new jobs as the growers - 48% and 50% respectively. 


"7 Source: Growing and Declining Businesses in Atlantic Canada, 1979-89 
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The job losses from firms that shrank into smaller size 
categories were also not insignificant - although these firms 
were only 3% of the firms that existed in 1979, the jobs lost 
from their downsizing subtracted 20% of the total net gain in 
employment during 1980-89. By contrast, the 32% of firms 
that remained in the same size category throughout the 
decade developed at a more stately pace, accounting for 23% 
of the total increase in jobs. 

Table 3.9 takes this a step further, breaking down the job- 
creation statistics by size of firm in 1978. 


Table 3.9 "° 
New jobs and firms in transition 


Share of total gains in employment in Atlantic Canada during 1980-89, by firm size and 


Status 


Size of firm by number of employees 


ei a ee ae 


| Notes: Growers are firms that existed in 1979 and have grown sufficiently to graduate to a size calegory 


above the one in which they were in 1979. Sliders are the same except that have declined io a lower 


| calegory. 


One of the more surprising conclusions of this analysis is 
that the jobs lost from deaths are spread quite evenly across 
the size categories. Although the smaller firms have a much 
higher rate of deaths than the large firms, the job losses in 
the larger firms are much larger for each death. In terms of 
numbers of firms, there were 876 firms employing more than 
500 people that ceased operations during 1980-89 and they 


8 Source: Growing and Declining Businesses in Atlantic Canada, 1979-89 
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lost almost 28,000 jobs. On the other hand, the failures of 
23,600 firms with fewer than 5 employees during the period 
caused only 24,700 people to lose their jobs, or quite a bit 
less than the big firms. Many of these lost jobs, of course, 
are one-person businesses, the owners of which float repeat- 
edly into and out of employment and independence. 

This indicates the secret of small businesses in their role as 
the engine of job creation - when they fail, as they often do, 
the job losses are not too serious, but when they grow, the 
gains in employment can be very impressive. Only 6% of the 
1979 firms with fewer than 5 employees grew into bigger 
size categories - or 4% of all firms in the region at the time - 
but they accounted for 12% of all new jobs created during 
the decade. The firms employing 5 to 19 people that grew 
into bigger size categories were only 1.4% of all the firms of 
all sizes existing in 1979, but they also accounted for 12% of 
total job creation. 

Perhaps the most impressive conclusion from this analysis 
lies in the contribution to job creation made by the high- 
growth firms that jumped two or more size categories in 
1978-85. Table 3.10 attests to the power of these high 
achievers. 

Slightly more than one half of one percentage point of the 
firms operating in 1979 accounted for more than one tenth of 
all new jobs during 1980-89. These, of course, exclude 
Startups during the period, demonstrating the extraordinary 
potential of small firms to grow fast once they are estab- 
lished. 


Table 3.10" 
The Achievers 


Number of firms Net employment gain 
(1980-89) 


Size of firm in 1979 As a % of As a % of 
wensores) | | fie | | Sine 


® Source: Growing and Declining Businesses in Atlantic Canada, 1979-89 
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CHAPTER 4 
RISK CAPITAL FINANCING 


isk capital financing is a highly important element in the 

development of entrepreneurship in Atlantic Canada. As 
Chapter Two points out, 90% of the jobs created in the 
region over the period 1980-1988 were in small businesses 
(less than 100 employees), with 56% of the jobs coming 
from firms with less than 5 employees’. The formation and 
growth of these small organizations can be strongly affected 
by the availability and accessibility of risk capital. If the 
Atlantic region is to grow and create a significant number of 
jobs, therefore, it is essential that adequate and appropriate 
sources of capital be available. As this chapter points out, 
there are significant gaps in the structure of available capital 
sources in the region. 

Building equity in small and medium sized businesses in 
Atlantic Canada is made more difficult by two fundamental 
characteristics of the region. The first is the net drain of 
equity through investment in capital markets in central 
- Canada which exacerbates the already relatively low savings 
rates in Atlantic Canada. The Conference Board of Canada 
estimates the national savings rate at 9.72% for 1992. In 
contrast, Nova Scotia’s savings rate is well behind at 4.11%, 
Newfoundland’s is 6.86%, New Brunswick’s is marginally 
lower than the national rate at 9.44%, and only Prince 
_ Edward Island has a higher savings rate than the country as 
a whole, at 10.61%. Quite clearly, levels of equity buildup 
are strongly related to available savings, and the savings rates 
in the region are low to begin with, even before the 
movement of capital which takes place to the major markets. 

The second characteristic which makes equity buildup for 
small and medium businesses difficult is the regional 
preference for debt financing. Data in this chapter show that 


' Source: Employment Dynamics, Statistics Canada. 
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after use of personal and joint savings, bank loans form the 
backbone of financing in Atlantic Canada. The downside of 
debt financing is that in difficult economic times it tends to 
make profit performance more variable; debt payments 
remain constant in absolute terms, but can _ increase 
significantly proportional to revenues, as the latter decrease. 
Equity financing has the benefit of not putting pressure on 
cash flow in times of fluctuating revenues. It has been termed 
"patient capital". 


Risk capital 


Rs capital is typically defined as: (1) distinct from the 
investment made by the owner/manager of a business, 
(2) a long term, unsecured investment subject to risk both in 
terms of operating returns and liquidity, and (3) normally 
involving an equity or quasi-equity participation in the 
business. Personal investment (usually from savings) made by 
individual owners, is excluded from the category of risk 
capital. There is certainly risk associated with it, but this is 
not capital that is available in the open market for the 
development of businesses. It is personal and therefore 
limited to the resources of the individual involved. Given the 
lower level of earnings in Atlantic Canada in relation to other 
parts of the country, the need for additional external sources 
is high. A second point to be noted is that by using this 
definition many public sector programs are excluded from 
our discussion. One could argue, however, that much of the 
government financing in Atlantic Canada consists of 
unsecured or subordinated loans, or loans that exceed 100% 
of the fixed assets used to secure them, and therefore should 
be thought of as risk capital. And as an example of financing 
that is clearly risk capital, ACOA’s Action Loan Program, 
described later in the chapter, is specifically targeted towards 
supplying capital for projects which are defined as "high 
risk". 


In general there are five main traditional sources of risk 
capital: (1) friends and relatives ("love money"), (2) informal 
investors ("angels"), (3) provincially sponsored venture 
capital companies (PSVCCs), (4) institutional investors, and 
(5) public securities markets where Initial Public Offerings 
(IPOs) may be made (The Vancouver Stock Exchange is a 
good example of a market which handles significant numbers 
of IPOs). Crown corporations and government agencies could 
be included as a sixth source. To a degree, as entrepreneurs 
develop their businesses they tend to explore these avenues 
of financing in turn, although not necessarily sequentially. 


The shortage of risk capital in Atlantic Canada 


he Atlantic Provinces Economic Council (APEC) recently 
released a report on regional development and business 
assistance’, which groups the causes of equity shortage in 
the region under three headings: supply impediments, demand 
impediments, and matching impediments. 

Supply impediments focus on the fact that 70% of the 
venture capital firms in the country are centred in Toronto 
(40%), Montreal (15%) and Calgary (15%). Only 5% of the 
‘venture capital firms in the country (and that percentage 
refers to numbers of firms, not size of capitalization) are 
located in Atlantic Canada -- all in Halifax. Venture capital 
funds in Canada tend to have a regional bias*. Distance from 
the base of the fund increases the difficulty of consummating 
a deal. Looking at the situation from the venture capital fund 
manager’s point of view, the further he or she is from the 
investment the more difficult it is to maintain close track of 
its progress. The remoter the area, the riskier investments 


? Best Practices in Regional Development and Business Assistance: A Survey 
of Trends and Philosophies in North America and Western Europe. Atlantic 
Provinces Economic Council, 1992. 


> Spatial Patterns of Canadian Venture Capital Investment, Rod McNaughton 
and Milford Green, Regional Studies, 23, 1, February 1989, pages 9-18. 
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tend to become, partially as a function of less infrastructure, 
further heightening the venture fund manager’s aversion. 

Demand impediments relate to a_ generally 
unsophisticated small business sector with unproven 
management skills and limited ability to prepare business 
plans. The general lack of understanding of the role of 
outside capital is compounded by a bias toward debt 
financing over equity on the basis of an unwillingness to give 
up control to outsiders. Equity financing, whether as shares 
in a limited company, or ownership share in a partnership, is 
seen as lessening flexibility and freedom to manage as the 
principal owner desires. There is also a "cost" of equity 
related to the time and effort to search it out. 

Matching impediments refer to the difference between 
the amount of funding required by the entrepreneur and the 
amount of financing a venture capital fund is willing to offer. 
Generally, the amount which the fund wishes to offer far 
exceeds the amount a small business requires. From the 
venture capitalist’s point of view, the administrative cost (due 
diligence assessments, visits, analysis, legal fees, etc.) of 
investing $100,000 or $1,000,000 is the same. Most venture 
capital funds have a capital amount which they wish to- 
invest, and a number of investments which they feel provide 
an optimal diversity to spread the risk. The smaller the 
investments, the higher the number of individual deals 
required to invest the allotted amount of capital, and the 
more the administrative overhead costs incurred; hence a 
lower return on investment. Critical mass remains a problem 
for Atlantic Canada. 

The APEC report* makes some suggestions concerning 
building equity in the region. It argues that it is important to 
match supply and demand and to ensure that programs are 
available equally throughout Atlantic Canada. In order to 
build markets to the point where matching of supply and 
demand can occur, APEC suggests that ACOA may have to 
"recruit" venture capital funds to establish Atlantic offices. 


* Best Practices in Regional Development. Op.Cit. 
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Secondly, they suggest that such mechanisms as tax credit 
programs be made available to individuals wherever they live 
in the Atlantic region, and regardless of where they choose 
to invest their money in the Atlantic region. 


The current state of risk capital financing 


n spite of growth in the availability of risk capital in 
Canada since 1980, the level of activity in Atlantic Canada 
has been proportionally low. Transactions made in Atlantic 
Canada by members of the Association of Canadian Venture 
Capital Companies (which includes the Federal Business 
Development Bank) account for only 1% of the national total 
(although they represent almost 20% of the privately sourced 
risk capital in the Atlantic region). In absolute terms, a study 
done for ACOA of risk capital investments between 1980 and 
1990 found a total of 437 individual investments totalling 
$153 million’. The average therefore, of slightly better than 
$15 million in 40 investments per year for the entire region, 
shows that the level of activity is very low indeed. As a 
percentage of Gross Domestic Product, Atlantic Canada’s risk 
Capital activity is less than half that of Quebec, and only 
slightly better than half of Ontario’s. And the rate of 
investment is not increasing; the average total investment, 
1987 to 1990 remained at about $16 million. 

Of the various sources of funding for small businesses in 
Atlantic Canada, public sector funds have been the largest 
and most significant source, through Crown Corporations and 
Agencies, and through provincially sponsored venture capital 
companies (PSVCCs). Governments have also attempted to 
encourage risk capital through a variety of Stock Savings 
Plans (SSPs). The goal of SSPs has been to increase the 
supply of equity capital and, at the same time, to create an 
awareness of stock ownership of local businesses among the 


* Stimulating the Use of Private Sector Venture Capital in Atlantic Canada. 
Moncton Consulting Services Ltd. Produced for ACOA, February 1991. 
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general public. The funding available through SSPs is usually | 
second stage financing. The Atlantic region has not had a lot 
of SSP financings, largely because not enough ventures have 
matured to the stage where second stage financing can be 
done. As Table 4.1 shows, over the period of 1980 to 1990, © 
Newfoundland had $7.8 million in Stock Savings Plan — 
investments; Nova Scotia has had $10 million in SSPs; and 
Prince Edward Island and New Brunswick have had no 
capital raised through this type of vehicle. 

The federal government has attempted to improve the 
access of small businesses to funds by allowing the 
investment of up to 50% of the assets of individuals’ RRSPs 
or RRIFs in Canadian controlled private corporations. This 
has not, to date, proved to have much effect. A second 
attempt has been to allow pension funds a three-for-one 
investment in foreign securities (for every dollar invested in 
venture capital, a pension fund may invest three dollars in 
foreign markets, thereby increasing the allowable percentage 
of foreign investments). There appears to have been an 
impact on risk capital in Canada overall as a result, but that 
impact has not transferred itself to Atlantic Canada, as 
evidenced by the lack of growth of risk capital funds in the © 
region or the addition of any new ones. 

The Atlantic provinces lag far behind other regions of the 
country in risk capital activity. The Moncton Consulting 
Services report’ identified four factors/variables which retard 
the effective flow of venture capital in the region: 

(1) the inappropriateness of the sources of supply, 
given the nature of local demands. Growth prospects for 
Atlantic small businesses fall short of institutional investors’ 
expectations. The nature of local demands seems to be better 
matched to such sources as "love money", "angels" and 
PSVCCs. 

(2) the absence of a critical mass of informal investors. 
Lower savings among Atlantic Canadians, due to a per capita 
income well below the national average, along with 


° Ibid. 
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unfamiliarity with this type of investment option, are 
contributing factors. 

(3) the difficulty experienced by government in 
attempting to set up programs corresponding to local 
conditions. Emulations of programs in Central Canada 
simply do not work well in the east. For example, the 
PSVCCs in each of the four Atlantic provinces failed to build 
in any special provision for the lack of liquidity due to less 
developed capital markets, and this liquidity risk appears to 
have kept many potential investors away. 

(4) the lack of strong infrastructures and the general 
rudimentary state of regional markets for venture capital. 
‘Venture Economics Canada Limited cites a model which can 
be used to describe the relationship between a region’s 
infrastructure, the venture capital activity within the region 
and the demand or potential demand for venture capital’. 
Where the economic infrastructure contains a low level of 
Tesources, venture capital activity will be low, and there will 
be a low potential demand for the foreseeable future. Atlantic 
Canada is described as having a low to moderate 
infrastructure and hence a low level of venture capital 
activity. The argument put forward is that until the 
infrastructure is built to higher levels, there will also be low 
potential demand. 

While much of the attention has been given to the 
supply of new funds for businesses, with complaints about 
the relatively small flows in the region, there is a 
concomitant problem in the inability of investors to recover 
their money. Investment in a publicly capitalized company, 
traded on a major exchange, implies a degree of liquidity. As 
the level of liquidity of an investment decreases, investors 
demand higher rates of return. It appears that (a) these 
commensurately higher rates of return have not been widely 
available, and (b) that investors have learned from the 
negative experience of not being able to recover their funds. 


h 
_ ’ Financing Early Stage Companies, Venture Economics Canada Limited, 
1991. 
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These two factors alone go a long way to explaining the 
shortage of risk capital funding in Atlantic Canada. It is often 
difficult for the investee to understand an investor’s 
unwillingness to participate in what appears to be a 
successful, growing business with high potential. However, 
as growth occurs, there is a continuing need for further 
capital injections and unless the regional capital markets are 
able to both refinance and allow initial investors the option 
of exiting with their funds, institutions and individuals will 
remain reluctant to commit themselves. 

There may be an additional reason for the lag in risk 
capital funding in the Atlantic provinces. Although there is 
no hard data to confirm it, there is the presence in the region 
of privately owned groups of companies which exert a wide 
degree of control and influence over business activity. They 
are active in the creation of new businesses which they 
finance with their own resources. Traditionally, these groups 
have maintained a high degree of secrecy around their 
operations, and have not been eager to become partners in 
venture capital funds, preferring to evaluate investment 
opportunities themselves on a case-by-case basis. 

An effort to establish an Atlantic risk capital fund in the 
range of $15-20 million in 1989 was unsuccessful, even 
though two large institutions showed interest in committing 
funds, contingent on other major partners being found. A 
highly experienced risk capital fund manager was brought to 
the region to assist in the search for partners for the fund. He 
canvassed the large privately-owned groups in the region but 
could generate no interest on their part. 

Table 4.1 shows aggregate risk capital activity, by source 
and by province over an eleven year period from 1980 to 
1991. More than $165 million has been injected into the 
economy of the region. Approximately 75% has come from 
Crown Corporations and Agencies and PSVCCs, with direct 
public sector investments accounting for in excess of one- 
third of venture capital funding. 
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Table 4.1° 
wns egale Esk capita! activity 


San Provincially- “natitut IPOs 
Corps. & | sponsored ional under 
Agencies VCCs investors SSPs 


3,510 
12,711 11,336 
33.9% 30.2% 
NOVA SCOTIA 


- Total 6,147 31,408 3,508 9,950  — 51,013 
| 19.5% 30.7% 
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| ® Source: Stimulating the Use of Private Sector Venture Capital in Atlantic 
_ Canada. Op. Cit. 
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Table 4.1 (cont'd) 
Aggregate risk capital activity 


Investments committed, by source and province, Atlantic Canada, 1980-90 


Crown Provincially- | Institut- IPOs Total 
Corps. & | sponsored ional under 
Agencies VCCs investors SSPs | 


PRINCE EDWARD ISLAND 


Total 4,059 14,241 2,574 0 20,874 
% 19.4% 68.2% 12.3% 0.0% 12.6% 
NEW BRUNSWICK 
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Table 4.1 (cont'd) 
Aggregate risk capital activity 


Investments committed, by source ng province, pio Canada, 1980-90 


27,515 
17,767 165,969 
14.5% 10.7% 100.0% 


The three federal arms which have largely financial 
mandates in Atlantic Canada are the Atlantic Canada 
Opportunities Agency (ACOA) which does not currently 
supply risk capital as it is traditionally defined (although the 
Action Loan Program, described below, is specifically 
targeted to risk situations), Enterprise Cape Breton 
Corporation (ECBC) which is included in the Crown 
Corporation statistics, and the Federal Business Development 
Bank (FBDB) which, while it operates one of the largest risk 
capital portfolios in Canada, is classified in these statistics as 
an institutional investor. Therefore, the public sector funding 
figures in Table 4.1 are comprised of ECBC and various 
provincial institutions: 
| Newfoundland: The Newfoundland and Labrador 
Development Corporation (NLDC), recently renamed 
| Enterprise Newfoundland and Labrador (ENL), and 
| 
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the Newfoundland Industrial Development 

Corporation (NIDC) 

Nova Scotia: Business Capital Corporation (BCC) 

Prince Edward Island: The Prince Edward Island 

Development Agency (PEIDA) 

New Brunswick: Provincial Holdings Ltd. (PHL) 

A review of direct venture capital investment activities 
conducted by Crown corporations and agencies in the 
Atlantic provinces highlights four major findings:? 

(1) The cost of risk capital funds varies greatly across 
the region, from a low of 6% on preferred stock under the 
PEIDA’s Small Business Enterprise Program, to 16.5% on 
funds supplied by ENL. Common share equity yields would 
be even lower, since public sector investors rarely share in 
their investees’ capital appreciation. 

(2) Investment losses are heavy, especially when initial 
investments are followed by subsequent rounds of 
financing. Full write-offs were incurred on 35% of the 191 
individual investments documented in the review, totalling 
48% of invested funds. New Brunswick has the highest 
incidence of write-offs (approximately 51% in frequency and 
58% in dollar value), with Newfoundland second in dollar 
value and third in frequency, Nova Scotia third in dollar 
value and second in frequency, and Prince Edward Island 
incurring the lowest incidence of losses to 1990. Direct 
public investments only date from 1985 in PEI however, as 
compared to the early 1970s for the other provinces and, as 
the review comments, "if delinquency on the payment of 
preferred dividends is any indication of future investment 
losses, Prince Edward Island should brace itself as it may 
experience a much higher loss ratio in the future".’° 

(3) Public sector involvement in risk capital financing 
has varied widely over the past decade. Chart 4.1 illustrates 


* Stimulating the Use of Private Sector Venture Capital Financing in Ailantic 
Canada. Op.Cit 
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the variance in total venture capital invested annually by: 
| Institutional investors, Provincially Sponsored Venture 
Capital Companies (PSVCCs), Initial Public Offerings under 
| Stock Savings plans (IPOs under SSPs), and Crown 
_ Corporations and Agencies. 


Chart 4.1 
The rise in venture capital 


"Total venture capital invested, by year and by source _ 


Investments ($) 
(Millions) 


1980 1982 1984 1986 1988 1990 
1981 1983 1985 1987 1989 
Institutions E224 PSVCCs (i IPOs Crowns 


As the report comments, this fluctuation can be explained 
by "the distortion created by the sheer magnitude of 
_ particular investments" (e.g. Bricklin), as well as the usual 
) variances in the demand for funds and the amounts of 
discretionary income available to governments, particularly 
provincial governments, for investment. 
(4) Direct risk capital investments by Crown 
corporations and agencies vary widely by size, but 
considering inflation, have remained relatively constant, 
_ with the average size of the 65 public sector venture capital 
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investments over $10,000 made in the Atlantic region in the 
1970s being $358,585, while the average size of the 112 
public sector venture capital investments made since 1980 
being $471,205. Since 1980, the average size of public sector 
investment made by each province in the region was 
Newfoundland - $315,750; Nova Scotia - $499,725; Prince 
Edward Island - $177,950; and New Brunswick - $686,020. 


The informal market 


he informal market consists of two categories of 

investment: "love money" - funds supplied by friends or 
relatives of the entrepreneur - and funds supplied by 
"angels". The nature of "love money" investment is such that 
it is exceedingly difficult to track. It may come into a venture 
as startup money, or enter at a later stage. Since it tends not 
to be documented through formal institutions it is difficult for 
researchers to calculate with any accuracy. Probably the most 
informative data comes from the Atlantic Entrepreneurial 
Institute (AEI)."" Table 4.2 shows sources of startup 
financing in the region, based on 1,320 questionnaire 
responses by small business owners. The figures also show 
a comparison between Atlantic Canada and the country as a 
whole. 

Most interesting is the fact that Atlantic Canadian small 
businesses use lending institutions significantly more than is 
the case in other parts of the country. The small impact of 
risk capital, whether from formal venture capital 
Organizations or "angels" (termed as "external investors") in 
the region, compared with Canada as a whole (2% vs. the 
national average of 7%), is confirmed. The important role of 
government agencies in financing small business in the 
region is demonstrated by the 11% of firms who used them 
as opposed to only 5% in the rest of the country. (A 1992 


"' Small Business in Atlantic Canada: Report of the 1990 Survey of the AEI 
Small Business Panel, AEI, 1991. 
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study of women entrepreneurs in New Brunswick indicates 
similar patterns of startup financing.’”) 


Table 4.2 
Sources of startup financing 


Comparison of sources of startup financing in Canada and Atlantic Canada, 1990 


Alane Canad 


Personal funds 73% 82% 


| Clearly, in addition to relying heavily on personal funds 
to start up a business, Atlantic Canadian entrepreneurs shy 
away from most sources of risk capital and use bank 
financing, loans from relatives and friends ("love money"), 
and loans and grants from government agencies. 
The AEI survey shows that operating businesses (beyond 
the startup stage) in the region showed a different profile 
' with regard to meeting their financing needs. Table 4.3 shows 
that loans from financing institutions take on a much more 
| prominent role once a business has begun and fewer personal 
funds are injected. Government grants and subsidies move 
into third place in terms of the importance of sources of 
operating capital. 


2 The Myth & Reality of Women in Business - A Study of Female 
_ Entrepreneurship in New Brunswick. Research Design Associates Inc., for The 
_ Office for Promotion of Women in Business, 1992. 


8 Tbid. AEI survey, 1990 
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Table 4.3 " 


Lending institutions 47.7 


5 


unds, associated companies, 2.3 
sale of shares etc. 


The Department of Industry Science and Technology 
(ISTC) study Small Business in Canada: Competing Through 
Growth (1990) points out that small businesses tend to start 
off life with small investments and that more than 80% of 
their financing comes through chartered banks. The AEI data 
confirms the fact that as small businesses become established 
they turn more to financial institutions. 

The Moncton Consulting Services study’® (1991) of 
venture capital financing in Atlantic Canada found no 
significant use of "love money". However, as researchers 
have noted, informal investors are found in clusters, are 
linked by informal networks of friends and _ business 
associates and have a high propensity for joining together to 
form consortia. In the Atlantic Canada research it appears 
that these investors may have "institutionalized" themselves 
to take advantage of incentives offered by PSVCCs, and 
hence their investments would appear under that category. 

There is a second possible explanation, however. It is the 
view that informal investors play a much less significant role 


* Tbid. AEI 1990 survey 


'S Stimulating the Use of Private Sector Venture Capital Financing in 


Atlantic Canada. 1991, Op.Cit. 
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in Atlantic Canada than elsewhere. Data supporting this 
notion is found in the very small number of investors, either 
individual or institutional, who are registered under the COIN 
(Canada Opportunities Investment Network) program. Since 
all studies indicate that informal investors find network 
mechanisms such as COIN attractive, there may indeed not 
be a "critical mass" of investors in the Atlantic region. 
Data on informal investors ("angels") indicate that they 
tend to be business people and professionals, average age 


about 50, with an annual income above $100,000. Fifty-two 


percent of the informal investors surveyed by Venture 


Economics Canada’® had more than $1 million in family net 


worth. They are committed (50% have 15% or more of their 
family net worth tied up in risk capital investments). They’re 


experienced and knowledgeable, with 75% of them having 


founded businesses, and they like to get involved in the 
_ business in which they invest (85% of those surveyed had 
_ some involvement). They tend to be long term investors, and 


are prepared to invest significant amounts -- the average 


investment is over $200,000. They turn down two out of 


three investment opportunities which they decide to examine 
closely. Given this profile, it is perhaps not surprising that 


informal investors do not play a large part in risk capital 


financing in the Atlantic region. 


Provincially sponsored investments 


he two major categories of provincially sponsored 
investments are PSVCCs and Initial Public Offerings 
(IPOs) under Stock Savings Plans (SSPs). The experience 
with PSVCCs across the country is that they are effective in 
promoting the flow of capital, and business expertise, to 
small and medium sized business. The programs were 


_ initially conceived to be market driven, but in some instances 


have fallen prey to political and bureaucratic agendas of 


'© Financing Early Stage Companies, Op.Cit. 
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various kinds, particularly in the case of equity-loan PSVCCs 
where "public accountability" has sometimes introduced other 
criteria. However, even though PSVCCs are only a recent 
phenomenon (Nova Scotia 1981, Prince Edward Island 1983, 
New Brunswick 1985, Newfoundland 1986), they represent 
the single most important source of public risk capital in 
Atlantic Canada in the last decade. 

As the Moncton Consulting Services report comments, 
"The increase in private venture capital funding has occurred 
largely in response to provincially sponsored programs (i.e. 
PSVCCs and SSPs), as these sources account for 80.4% of its 
total even though a large proportion of investments made by 
institutional investors were not admissible under PSVCC 
programs. In value, during the period surveyed, 30% of 
investments by institutional investors were nevertheless 
channelled through these programs. As a result, when those 
are added in, PSVCC investments alone represent 68.8% of 
all private sector investments, and, for every province other 
than New Brunswick, the single most important source of 
venture capital."'’ The study comments further, however, 
that in Atlantic Canada, "PSVCC programs are currently in 
somewhat of a turmoil", with the Nova Scotia program non- 
operative, the Equity Investors Incentive program (EIIP) in 
Prince Edward Island exposing its investors to "excessive 
risk", the Newfoundland program considering switching over 
to a tax credit/grant base, and New Brunswick contemplating 
similar action. 

One of the problems that PSVCCs in Atlantic Canada 
have encountered is the difficulty of recycling their funds 
through successful exiting -- i.e. allowing initial investors to 
recover their funds either through dividend payments or 
through second stage financing. In retrospect, the PSVCCs 
have been underfunded and they have simply run out of 
money after the initial round of investments. Investors have 
some expectation of receiving a return on their investments 


"’ Stimulating the Use of Private Sector Venture Capital Financing in Atlantic 
Canada. Op.Cit. 
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and when they do so they are then able to reinvest these 
proceeds in subsequent financings. When they are unable to 
withdraw their money they are not able to participate in these 
second round financings. Thus they have been prevented 
from further participation in PSVCCs, and as a result there 
has been a low propensity for follow-on investments and a 
low degree of syndication of deals in the Atlantic region. 
Syndication is a necessary process in most risk capital 
financings of any substantial size. Capital is contributed by 
a number of members of a financing syndicate, all of whom 
are then able to spread the risk of the deal among 
themselves. 


Institutional investors 


ry here are currently five locally managed funds, either 
ML professionally managed or associated with large 
institutions, and a variety of out-of-region funds which show 
interest in investments in Atlantic Canada from time to time. 
Even though institutional investments are seen, in Table 4.1, 
to represent 14.5% of total funding, they are comprised of 
only about 40 deals. The small number of deals may relate 
to the less than stellar results achieved by institutional 
investors in the region. At least 40% of the investments have 
either been lost in full or liquidated without a gain. This has 
been the case, since 1980, with six out of eight FBDB 
investments, and all six of those made by Atlantic Ventures 
Trust. If the FBDB figures are taken back to 1975, fifteen of 
Seventeen investments were liquidated without gain, or 
lost."* The issue of not being able to exit from investments, 
mentioned above, has been a constant barrier to new funds 
entering the region. 


____™ Stimulating the Use of Private Sector Venture Capital Financing in Atlantic 
Canada, 1991. Op.Cit. 
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Community Development Organizations 


Ma nate at increasing the level of self-reliance of 
communities in Atlantic Canada, community 
development organizations (CDOs) have acted as conduits for 
public sector funding for local initiatives. The Community 
Futures Program, set up since the early 1980s, is one 
example of CDOs funded by Employment and Immigration 
Canada (EIC). The Community Futures Program supports 
local Community Futures Committees and their Business 
Development Centres (BDCs). Within an overall strategic 
plan of the Committees, BDCs provide technical and/or 
financial assistance to new or existing businesses in areas of 
chronic unemployment. There are 8 in Newfoundland, 12 in 
Nova Scotia, 2 in Prince Edward Island, and 9 in New 
Brunswick. With a five-year operational budget of $635,000, 
and a pool of $1,550,000 for investments, BDCs are expected 
to be self-sufficient at the expiration of the five-year term, on 
the basis of the yield from their portfolios. Recent changes in 
Community Futures authorities allow for a longer term of 
support for Committees and their BDCs. This largely relieves 
the BDCs of the requirement to become self-sufficient at the — 
expense of business services and should result in a less 
conservative approach to business development through their 
loan fund management. In terms of risk capital however, 
BDCs have made a minimal contribution since they have 
tended to be conservative with their funds, staying away from 
equity investments or subordinated loans. Being highly 
geographically focused, CDOs have had a negligible effect 
on the region’s risk capital financing. 


The ACOA Action Loan Program 
i ber: objective of the Action Loan, initiated in May of 
1991, is to provide entrepreneurs with equity-type 


financing for capital and non-capital investment. Its focus is 
to assist carefully selected startup and expansion projects 
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with an unsecured loan. The program can provide financing 
for high risk projects to cover eligible expenses, capital costs 
and/or working capital for high potential clients, where 
conventional financing from commercial sources is 
unavailable.To determine whether a project is “high risk", a 
number of criteria are considered: 

¢ is the project a new commercial operation (startup 

or expansion) which involves a creative or innovative 

new direction for the applicant? 

¢ does the project have a requirement for research and 

development? 

¢ does the project have a requirement for pre- 

production expenses, soft costs and/or other working 

capital which cannot be _ financed through 

conventional means? 

¢ does the project use technology which is state-of- 

the-art and highly competitive? 

¢ does the project have potential for rapid growth and 
_ therefore high yields? 

¢ is the product still in its developmental stage, yet to 

be fully proven on the market, and requiring a full- 

fledged marketing effort? 

¢ does the project involve the development and design 

of a new product, service or process? 

¢ does the product have a special market niche? 

After one year of operation, the performance figures for 
the Action Loan Program are shown in Table 4.4. 
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Table 4.4 
ACOA Action Loan Summary 


Disposition of applications for loans, as of June 18, 1992 (one year from inception) 


Newfound- Nova New Total 
land Scotia Brunswick 


Applications 29 9 18 15 38 109 

A : 
Rejections/ 
withdrawals 


Assessing regional needs 


he risk capital market in Atlantic Canada remains 

underdeveloped and the proportion of venture capital 
employed in the region is low. Table 4.5, which the Moncton 
Consulting Services report describes as "a very rough and 
incomplete estimate of the activity conducted in the 
provinces of Quebec and Ontario during the 1980s"” shows 
venture capital activity per 1% of GDP for the Atlantic 
Region ($23,076) as compared to Quebec ($50,815) and 
Ontario ($40,745). The regional imbalance is clear. The 
report goes further to comment that "by extrapolation, 
restoring balance would have required the Atlantic region to 
have maintained more than twice the level of venture capital 
activity experienced over the period (1980-1989), and 
perhaps as much as three times from private sector sources. 
On that premise, everything else being equal, in current 


19 Source: ACOA 


Source: Stimulating the Use of Private Sector Venture Capital in Atlantic 
Canada. Op. Cit. 
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dollars the Atlantic region can conceivably absorb annually 
about $40-50 million worth of venture capital funding".”! 


Table 4.5” 
Regional comparison of venture capital activity 


Venture capital investments committed, by source, a comparison between regions, 
including comparative Gross Domestic Product. Atlantic Canada, Quebec, ee 


Ean cau 


-% share of 


23.9% 41.2% 
_ aggregate GDP 
Documented venture capital activity ($000s) 
Crown Corps. & 50,697 . - 
agencies 


Institutional 15,376 341,990 419.300 


Total 138,453 1,214,487 1,678,683 
VC activity per 1% 23,076 50,815 40,745 
“of GDP 
Activity index: 
= all sources 45 100 


__ The fact that the private sector has not played its role in 
the East to the degree it has elsewhere in the country has 
placed more pressure on public sources of financing. While 
arguments can be made that the presence of public funds 
keeps private investors from the market, research data from 
a variety of sources indicate that changes in public sector 


21 Tbid. 
” Ibid. page 75 
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funding have a very strong effect on levels of business 
activity and all its concomitant effects on job creation, etc. 
Data from across the country as a whole indicate that risk 
Capital activity in the private sector is declining regardless of 
whether there is public sector activity or not.” Institutional 
investors have withdrawn their support for early stage risk 
capital deals; half of the firms in Canada which were active 
in the early stage financing market between 1986 and 1989 
have now ceased to operate in it. The tough economic 
climate is forcing investors back to more conservative 
positions. Public sector venture groups currently account for 
over 70% of activity in Canada. 

It has been argued that Canadian venture capitalists are 
overly greedy and risk averse, but Venture Economics’ study 
of the markets in Canada and the US dispels that notion. 
Their analysis indicates that good startup opportunities are 
hard to find in Canada and that Canadian entrepreneurs are 
much more concerned than their US counterparts about 
retaining equity and are willing to forego growth in order to 
maintain control. Venture Economics’ conclusion is that the 
problem is not one of capital, but rather one of a shortage of 
high quality, highly experienced Canadian managers, both 
entrepreneurs and risk capital managers. They comment on 
the vicious cycle which occurs. Canadian venture capitalists 
have difficulty finding high quality, highly experienced 
entrepreneurs worth backing in early stages; they therefore 
move away from the market and wait; when they do find 
Opportunities they are cautious and provide small amounts of 
money; this in turn makes follow-on financing difficult to 
find; failure rates rise; rates of return drop; risk capital 
financiers withdraw further from the market; this makes 
Syndication more difficult; entrepreneurs become more 
sceptical about finding risk capital and opt for slower growth 
financed out of earnings; other would-be entrants decide not: 


* Financing Early Stage Companies. Op.Cit. 
* Tid. 


to start up businesses; there are fewer success stories; there 
are fewer role models; and so on. 

_ Government funding programs find themselves in an 
awkward Catch 22 situation. If they withdraw from risk 
‘capital markets they will cause strong negative effects on 
business startups. If, however, there is no follow-up financing 
facility in place, considerable amounts of money already 
invested in startups will be lost as companies fail at a later 
Stage. Growth companies require a lot of financing beyond 
the startup. In the US, investors are doing fewer deals, but 
investing more money up front and ensuring that funds are 
‘available for subsequent growth needs. In Canada this is not 
the case. Governments may find it very difficult to step in a 
‘second, third, or fourth time to provide the very substantial 
amounts of capital required to fuel rapid growth. Having 
provided Startup financing they now face the prospect of 
Seeing widespread failure as a result of lack of follow-up 
financing. How can this scenario be changed so that everyone 
wins? Some suggestions include the possibility of 
governments "seeding" private risk investment funds, 
‘providing tax breaks and incentives to entrepreneurial 
managers in order to attract high quality, highly experienced 
people, to support labour sponsored development funds such 
as the Working Ventures fund sponsored by the Canadian 
Federation of Labour, and to review and modify PSVCCs. 
Clearly, the situation will not become a lot better unless the 
private sector begins to play a more significant role. 

| Even on the debt side of the market, the traditional 
financial institutions are re-evaluating their asset portfolios 
and, in many cases, writing them down significantly. As 
Tables 4,2 and 4.3 illustrate, banks are a favoured source of 
financing for both business startups and operating capital 
financing in Atlantic Canada. But the banks are "low risk" 


financers, as Wynant and Hatch point out ("The account 
‘managers that we interviewed overwhelmingly view their role 
as providing small business with low cost and low risk 
financing. They do not view their bank as taking calculated 
risks in granting loans. The chances of recovering the bank’s 
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funds, either through the firm’s profits and cash flows if it 
succeeds or through the liquidation of business and personal 
security if it fails, must be virtually guaranteed."), and they 
are not going to step boldly into the gap between the demand 
for risk capital and the paucity of supply.” 

All of these factors place increasing focus on the public 
sector as a source of risk capital for the Atlantic region. 
Given that direct public funding currently accounts for in 
excess of one third of the supply of risk capital in Atlantic 
Canada, the impact of governments’ actions on the region 
will tend to be magnified during the 1990s. 


ee enneepeenennnenepennnnonseneennenessenmneenennneeeeeeeneeesneeeeeren 


> Banks and Small Business Borrowers, Larry Wynant & James Hatch. The 
Wester Business School, London, Ontario, 1990. 
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CHAPTER 5 
WOMEN ENTREPRENEURS 


The Self-employment Phenomenon 


| S elf-employed women accounted for 4.1% of all 
| employed persons in Canada in 1990, the percentage 
_ having doubled from 2.1% 15 years previously. In 1975 there 
were 3,381,000 women in the workforce in Canada, of whom 
only 5.6% (approximately 190,000) were self-employed. By 
1990 the total number of women in the workforce had 
increased to 5,624,000, of whom 9.3% (approximately 
530,000) were self-employed. Between 1985 and 1990 self- 
~employed women have increased marginally as a percentage 
_of total employed women in Canada (9.0% to 9.3%), but this 
ratio has declined in Atlantic Canada (9.2% to 7.8% in New 
Brunswick; 9.9% to 7.6% in Nova Scotia; and 8.6% to 5.7% 
in Newfoundland). There are no figures for Prince Edward 

Island, where the number of self-employed women is below 

the minimum number required for inclusion in reports by 
_ Statistics Canada. Comparative figures for men over the same 
five year period show a mixture of increases and decreases 
in the ratio of self-employed to the total of employed men in 
the Atlantic region: New Brunswick 14.1% to 15.5%; Nova 
Scotia 15.8% to 14.9%; Prince Edward Island 24.1% to 
20.0%; and Newfoundland 7.9% to 11.5%.’ The actual 
numbers of self-employed men and women in the region in 
1990 were: 28,000 women (no figures for PEI) and 80,000 
men. 

Between 1975 and 1990, the ratio of self-employed 
women to all self-employed persons in Canada went from 
roughly 20% (2 in 10) to 30% (3 in 10). The ratio has 
increased over the same time period in New Brunswick (25% 


' Labour Force Annual Averages, 1990. Statistics Canada, February, 1991. 
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to 27%) and Nova Scotia (22% to 28%), but declined in 
Newfoundland (27% to 22%), with no data available for PEI. 

The number of self-employed women grew by 172.8% 
between 1975 and 1990, an annual average growth rate of 
11.5%, while the number of self-employed men over the 
same time frame grew by only 50.4%. Growth rates for self- 
employed women have consistently outpaced those for men 
in each five-year period over the last fifteen years, with the 
biggest spurt being the period of 1975-1980 when the growth 
rate was 67.5%, surpassing the growth rate for the decade 
1980-1990 (57.9%) It is projected that there will be 680,000 
self-employed women in Canada by the year 2000, with more 
than 1 in 3 self-employed being a woman.’ 

For reporting purposes, Statistics Canada includes all 
women reporting self-employment income, both on a full 
time and part time basis. Interestingly, the growth in self- 
employed women appears to be taking place within the 
full-time category. The number of self-employed women 
who worked for 53 plus weeks in total over the 1986-1989 
period increased by 37.9% compared to a growth of 17.5% 
for all women self-employed. The number of self-employed 
men who worked 53 plus weeks in total over the same period 
increased 15.5%. The largest increase among self-employed 
Canadians between 1986 and 1989 was therefore in the 
female full-time category.’ 


Marital status 


Ma status is broken down into four categories: 
married or common law, single never married, widow 
or widower, separated or divorced. In 1989, 74.3% of the 
total self-employed were married/ common law. Of the 


* Ibid. 


; Wendy Doyle, The Growth of Self-Employed Women in Canada and 
Demographic Shifts. Centre for Women in Business, Mount Saint Vincent 
University, Halifax, N.S., November, 1991. 
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female self-employed, 70.6% were married/ common law as 
compared with 75.9% of male self-employed. Single never 
married comprised 18.8% of the total self-employed 
population, with 20.3% of women self employed and 18.2% 
of men self-employed in this category. Separated or divorced 
individuals totalled 5.4% of the self-employed in Canada, and 
within women self-employed 6.1% had this status, compared 
with 5.1% of men self-employed. The classification of 
widow/ widower represented only 1.5% of the total self- 
employed population nationally, but 3.0% of women self- 
employed were widows while only 0.8% of men self- 
employed were widowers.* 


Age 


n 1990, approximately one-third of self-employed women 
were in the 35-44 age bracket (32%) and more than half 
(56%) were between 25 and 44 years old. Ten percent of 
self-employed women were in the 15-24 age bracket, 20.5% 
were between the ages of 44 and 54, and 13% were 55 or 
over. Statistics Canada figures show that among employed 
women in the age range 25-64, immigrant women have a 
higher propensity to be self-employed than Canadian born 
women.> | 
It is interesting to note that in 1990, the absolute number 
of self-employed women and men in the 15-24 age category 
was essentially the same (52,000 women and 54,000 men). 
The older age categories, 25-34, 35-44, 45-45, 55-64 all show 
better than a two-to-one ratio of men to women. These ratios 
of numbers of women to men self-employed show a marked 
increase in women entering the ranks of the self-employed in 
relationship to men because fifteen years earlier, in 1975, 
while there were 39,000 self-employed women and 49,000 


‘ Ibid. 
* Labour Force Annual Averages. Op.Cit. 


WOMEN ENTREPRENEURS 95 


self-employed men in the 15-24 age group, in the other age 
groups, the ratio was consistently four and five men for each 
woman.° 


Education 


n 1986, the latest data available, over half (52.1%) of the 

self-employed women in Canada had achieved some or 
complete high school education. Those with less than high 
school education totalled only 12.8%, while 8.5% had some 
post secondary education, 14.3% had a post-secondary 
certificate or diploma, and 12.8% had a university degree. 
Education levels are higher in all educational categories for 
self-employed women than men except for university 
degrees, where 16.4% of self-employed men had graduated 
from university.’ 


Industry sectors 


omen entrepreneurs, while heavily concentrated in — 

businesses in the services, financial services and real 
estate, and retail sectors, also have significant representation 
in other non-traditional sectors. The percentages of businesses 
owned by women, within each industry sector, in 1990 are 
shown in Table 5.1. 

In the United States, women owned businesses are as 
likely to operate in construction, agriculture or wholesale 
trade as all businesses. As one report comments, "There is a 
higher percent of women-owned businesses in retail trade and 
business services than in all businesses. Since these are 


° Women in Business: A Collective Profile, Federal Business Development 
Bank, 1992. 


” Enterprising Canadians: The Self-Employed in Canada. Statistics Canada, 
October, 1988. 
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industries where interpersonal skills are at a premium, it is 
not surprising that women are playing a major role."® 


Table 5.1 ° 
Business ownership by women 


| Percentage of all businesses within each industry that are owned by women, Canada, 1990 


| % of businesses owned 
| by women 


Finance Insurance and Real Estate 26.0% 


Women Entrepreneurs as Job Creators 


S pointed out earlier in this report, small businesses in 

Atlantic Canada represent 95% of firms and created 
113% of net new jobs in the decade ending 1989. And 
women are playing an increasingly important role in this job 
creation. In 1964, 11% of Canadian businesses were owned 
by women, but by 1989 this figure had increased to 30%. 
The figures for new business startups by women are even 
more startling. Fifty percent of new business startups in 
Canada in 1989 were by women. Projections indicate that 


8 Women Owned Businesses: The New Economic Force. National Foundation 
for Women Business Owners (USA), 1992. 


* Labour Force Annual Averages, 1990. Statistics Canada (unpublished data). 
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this figure will increase to 65% of the national total in the © 
early 1990s. '° 

Self-employed women, however, tend to work alone more 
often than men. In 1990, 32.7% of women owned businesses 
had paid help, as compared to 50.9% of men owned 
businesses.'! Three variables appear to affect whether 
women have paid help in their businesses: education level, 
marital status and age. Generally speaking, as education level 
increases, the percentage of self-employed women who have 
paid help increases. Marital status is also a major determinant 
of whether self-employed women have paid help: 90.5% of 
self-employed women who are single/ never married, are 
without paid help. And age appears to have an effect; 96.1% 
of women in the 16-24 year age category do not have any 
paid help.” 

There is also a significant difference between the 
percentage of incorporated and unincorporated businesses 
with paid help. Only 18.9% of unincorporated women owned 
businesses have paid help, compared to 32.4% of 
unincorporated men owned businesses. However, when the 
business is incorporated, the percentages are essentially the 
same, with 78.9% of women owned businesses having paid 
help and 80.6% of men owned businesses having paid help. 
But women are less likely than men to have incorporated 
businesses (76.3% of their businesses are not incorporated, 
as compared to 61.5% for men). 

In 1990 in the United States, women owned businesses 
employed almost 11 million people - 90% as many as the 
Fortune 500. This year the number of people employed by 
women owned businesses is expected to exceed the number 
employed by the Fortune 500 companies. This incredible 


"The Myth & Reality of Women in Business - A Study of Female 
Entrepreneurship in New Brunswick, Research Design Associates, for The Office 
for Promotion of Women in Business, April 1992. 

" Labour Force Annual Averages, 1990. Op.Cit. 


” Doyle, Op. Cit. 


statistic illustrates two major change phenomena in the US: 
(1) the fact that the Fortune 500 companies, the largest in the 
country, lost 400,000 employees a year between 1980 and 
1990, and (2) the phenomenal growth of women owned 
businesses. To place these figures in context, women owned 
businesses in the US employ about 10% of the total 
workforce, as do the Fortune 500 companies. A further 
interesting note is that the employment created by women 
owned business tends to be largely domestic, while the large 
corporations of the Fortune 500 have a significant number of 
their employees overseas. Women owned businesses in the 
US are not very different in size from all businesses in the 
country, largely concentrated in the category with fewer than 
20 employees.” 

Regional studies by Stevenson’* and _ Gallant’ 
(conducted separately in 1984 and 1990) indicate that women 
owned businesses are employing more people. In 1984, 44% 
of the women owned businesses surveyed did not have any 
full time employees, while six years later this figure had 
dropped to 29%. Over the period between 1984 and 1990, 
the percentage of women owned businesses with 5 or 
more full time employees increased from 16% to 28%, 


and in 1990 almost 70% of the firms surveyed also 


employed part time help. In 1984, part time help was only 
used by 40% of the women owned firms. The growth in 
employment is a reflection of the age, size and maturity of 
the women owned businesses in the Atlantic region. 


3 Women Owned Businesses (1992). Op.Cit. 


An Investigation of the Entrepreneurial Experience of Women: Implications 
for Small Business Policy in Canada. Lois Stevenson. Survey for the Department 
of Regional Industrial Expansion, Wolfville, N.S., 1984. 


5 A Profile and Analysis of Women Business Owner-Managers and Their 


Businesses in Atlantic Canada. Leozee Gallant. Unpublished Doctoral Thesis, 
Northern Illinois University. 1990. 
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Demographic changes, 1984-90 


he studies by Stevenson and Gallant cited above 
highlighted a number of other interesting developments 
among women entrepreneurs in the region."° One of the 
most encouraging findings is that women entrepreneurs are 


succeeding. Women owned businesses are getting older - i.e. _ 


they are enduring, as Table 5.2 indicates. 

In 1984, almost half of the women owned businesses in 
the region were in their infancy (under 5 years old) and 75% 
were under 10 years old. By 1990, a little more than a third 
of the businesses were under five years old and just over 
60% were under 10 years old. Almost 40% were ten years 
old or older. The increase is clearly seen in the 11-20 year 
old grouping, the businesses which started in the late 1970s 
and early 1980s, are now maturing. 

In the United States, over 40% of women owned firms 
have been in business for 12 years or more, and 20% have 
been in business 4 years or less. In other words, in the US, 
women business owners are no longer a new phenomenon 
and many have been in business long enough to establish 
track records. However overall, women owned businesses 
still tend to be younger than businesses in general. But the 
rate of startups for women owned businesses in the US 
continues to be higher than the overall startup rate."’ 


© Tt should be noted that the Stevenson (1984) and Gallant (1990) studies did 
not replicate each other’s data base. Stevenson’s consisted of 447 women 
entrepreneurs, 35% of whom were located in New Brunswick, 55% were in Nova 
Scotia, and 10% were in Prince Edward Island. Gallant’s sample of women 
entrepreneurs totalled 284, with 45% from New Brunswick, 26% from 
Newfoundland, 29% from Nova Scotia, and 10% from Prince Edward Island. 


Therefore, the changes noted in the two studies may not be statistically accurate, 
but the trends are very clear. 


” Women Owned Businesses, 1992. Op.Cit. 
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Table 5.2 "° 
The staying power of women entrepreneurs 


Length of business ownership for women entrepreneurs i in Atlantic 1984 and 1990. 


442 100.0 269 100.0. 


Along with growth in age and size (number of 
employees), women owned businesses in the region showed 
a corresponding growth in sales volumes (Table 5.3). 


Table 5.3 
Sales growth for women entrepreneurs 


Annual sales for women-owned businesses, by size. Atlantic Canada, 1984 and 1990. 


soos | amber | NimberT 


Less than 100 210 52.0 155 99.4 


In 1990, 13% of the businesses surveyed had sales over 
half a million dollars, as opposed to only 6% of women 
owned firms six years earlier. 

Another finding, underlined in importance by the job 
creation ability of new ventures, is that women entrepreneurs 
tend to start their own businesses (75%), rather than 


8 Source: Stevenson (1984) and Gallant (1990) 


® Source: Stevenson (1984) and Gallant (1990) 
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inheriting them or taking over a family business (5%), or | 


buying existing businesses (20%). This high propensity for | 
creating new businesses among women entrepreneurs 


emphasizes the important part they play in creating new jobs 


| 
| 


in the region. (An interesting sidelight to this phenomenon > 


is that when anglophone and francophone women 
entrepreneurs were compared in a New Brunswick (1992) 
survey”, the latter were shown to purchase existing 
businesses 35% of the time versus 25% for anglophone 
women.) A further corollary to this difference between 
anglophone and francophone women entrepreneurs is that 
more of the former (31%) took courses prior to setting up 
their business than the latter group (18%) - perhaps 
explaining why francophone women often prefer to buy 
existing businesses which have gone through the initial 
learning pains of startup. 

The profile of women entrepreneurs in the region shows 
that a significant percentage had either self-employed fathers 
or mothers (40-50%). Of the two parents, fathers are three to 
five times more likely to be self-employed than mothers, but 
an interesting comparative statistic between the two studies 
in 1984 and 1990 is that self-employed mothers increased 
from 6% to 14%. These numbers raise a number of highly 
interesting issues concerning what makes an entrepreneur, 
and the importance of a "genetics" of entrepreneurship. The 
heavy preponderance of new entrepreneurs whose parents 
were self-employed makes it very clear that learning 
experiences with role models have a highly significant effect 
on behaviour. 

A final interesting trend is a changing industry focus. 
Statistics Canada has released data concerning the percentage 
of self-employed women in each industry sector. Table 5.4 
shows the changes over the period 1975 to 1990. 


* The Myth & Reality of Women in Business, Op.Cit. 
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| 

Table 5.4 *" 

The evolution of self-employment for women 

Percentage of women who were self-employed, by industry, 1975 and 1990 Seah 
ey 1990 


Agriculture 


| i anportslion, 
_ Communications and 
plies 


Financing trends 


reliance on personal savings and family, but a decreased 
usage of commercial bank loans. Risk capital sources remain 
highly underutilized, as pointed out in Chapter 4. But 
utilization of government financial aid programs shows an 
increase over the period. It is interesting to speculate on the 
trends illustrated in Table 5.5. During the period covered by 
the two surveys, the stock market crashed and interest rates 
soared. Banks responded by placing even greater emphasis on 
lending against hard assets, making business Startups by 
people without tangible assets more difficult. With the rising 
cost and difficulty of borrowing, one would expect that new 
| entrepreneurs who were able to forecast cash flows in their 
businesses with any degree of accuracy would tend to shy 


F inancing trends for women entrepreneurs show increasing 


71 Source: Labour Force Annual Averages, 1990. Statistics Canada. 
Unpublished data. 
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away from heavy initial debt loads. This indeed is what 
happened. Table 5.5 (which is based on figures from the 
Stevenson (1984) and Gallant (1990) regional studies) shows 
a decrease in the reliance on commercial bank loans, from 
55.7% to 39.4% of women seeking initial financing. The 
increased emphasis on personal savings and family funds 
makes sense in that these sources appear to have a lower 
Opportunity cost and have the added feature of becoming 
more like equity than debt as repayment is extended beyond 
the terms banks find acceptable. (These trends are 
substantiated by the 1992 New Brunswick study” which 
shows that well over half of the businesses surveyed used 
personal, joint and family savings as their initial capital base. 
Interestingly, based on the results of this survey, one can 
speculate that the category of "joint personal savings" which 
Gallant’s study did not include would, in fact, have shown an 
increase over the 1984 numbers.) 


Table 5.5” 
The evolution of financing for women entrepreneurs 


Percentage of women who used each category of financing. Atlantic Canada, 1984 and 
1990 


CES 
Source of financing 


Personal savings 47.5 58.5 


” The Myth and Reality of Women in Business. Op. Cit. 
* Source: Stevenson (1984) and Gallant (1990) 
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illustrated in Table 5.5 tends to indicate that the programs 
created over the period 1984-1990 (a) achieved higher rates 
of recognition and understanding, and (b) were seen to be 
more appropriate to the needs of starting entrepreneurs. This 
is encouraging for those agencies who have been active in 
designing programs supporting entrepreneurial activity. Both 
awareness of programs and their perceived utility are 
important dimensions in the thrust to develop and support 
entrepreneurship in Atlantic Canada. 

Wynant and Hatch” have investigated the popular myth 
that women owned businesses face greater hurdles than men 
owned businesses in obtaining financing. They gathered data 
from 1,539 bank credit files, drawn from 60 bank branches, 
representing the six major chartered banks - the Bank of 
Montreal, the Bank of Nova Scotia, the Canadian Imperial 
Bank of Commerce, the National Bank of Canada, the Royal 

Bank of Canada, and the Toronto-Dominion Bank - across 
Canada. The data collection was designed to be 
representative of all regions of the country and to have a 
reasonable urban/remote split. Collected during the summer 
of 1989, the data involved loan decisions made from May 
1987 onward. Each credit file yielded information on the 
applying firm, its management, the loan package, the nature 
of collateral security and an assessment of the points of 
‘tension in the banking relationship. Ten percent of the 
credit files were from women owned businesses. 

Wynant and Hatch found no difference in the relative 
frequency of women borrowers across various geographic 
regions of the country. They found that a higher proportion 
of male owned businesses were incorporated, while 
partnerships and proprietorships were more common among 
women owned businesses. No difference was found in the 
frequency of franchising between gender groups. 


The increasing use of government financing programs 


| * Banks and Small Business Borrowers. Larry Wynant & James Hatch. The 
Western Business School, London, Ontario, 1990. 


_ WOMEN ENTREPRENEURS 105 


Overall, women owned businesses tend to be smaller in 
terms of sales, assets, or number of employees than 
businesses owned by men. This is probably explained by the 
fact that male owned enterprises are significantly older than — 
those owned and run by women. In their survey, Wynant and 
Hatch found 15% of women owned businesses were startups, 
while only 8% of male owned firms were in that category. 
These figures corroborate the general growth figures in 
women owned businesses both in Canada as a whole and in 
the Atlantic region. 

A. significant difference was found between the 
managerial experience of men and women entrepreneurs. On 
the one hand, 76% of male key managers have four years or 
more of related managerial experience, while only 58% of 
their female counterparts have that amount. And the same 
thing is true of non-managerial work experience, with 80% 
of men having three or more years and only 67% of women 
having that level of experience. 

There may be many explanations of this phenomenon. 
Certainly the high number of young women (under 24) 
Starting businesses would contribute to this disparity in — 
experience. And in terms of the particular disparity in 
managerial experience, some of the work done by 
Stevenson” on the motivation to start one’s own business 
introduces an interesting perspective. She points out that 
dissatisfaction with their work lives is a major motivation for 
women who start their own businesses. Lack of recognition 
on the job, and feelings of not being adequately valued for 
what they did contributed to their decision to stop working 
for someone else and to strike out on their own. Thus they 
were "pushed" somehow to the decision to start their own 
businesses (over 80% of the women surveyed showed no 
previous desire to own their own businesses). However, more 
than 50% of the men surveyed had had such a desire for 
some time. Men appear to recognize, at an earlier age than 


* Lois Stevenson, "Women Entrepreneurs - Problems and Perceptions", The 
Entrepreneurship Development Review, 3, (Summer 1987): 23-25. 
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‘women, the desire to work for themselves, and as a result 
‘Strive to gain as much relevant experience as possible. 


In terms of financial characteristics of women and men 
owned businesses, Wynant and Hatch found no significant 
differences. Measures included such basic ratios as debt to 


equity, debt to assets and other financial leverage 
calculations. And there was no significant difference 
between women owned and men owned businesses in the 
borrower ratings assigned by lending officers. However, 
given the younger age of women entrepreneurs, the fact that 
their businesses tend to be smaller and newer, that they have 


less related managerial experience and non-managerial 
experience, and tend to be concentrated in the retail and 


service industries which have higher than average failure 
rates as small businesses, women borrowers are seen to be 


higher risk borrowers by the banks than their male 


counterparts. 


Loan characteristics differed between women and men 
Owned businesses, with only 23% of women owned 
businesses taking loans for the financing of accounts 
receivable, as opposed to 32% of their male counterparts. 


Women owned businesses tend to take more loans to finance 


leasehold improvements and inventory, and less to acquire 


machines and equipment or to expand their product line. This 


is consistent with the fact that women owned businesses tend 
to be disproportionately represented in retail and service 
industries where leasehold improvements and inventory are 
more common needs. 

In terms of loan inquiries and new loans, women were 
found to be more likely to ask for general information about 
a loan, as opposed to making a specific request for funding, 
and were more likely to ask for a new loan than men (28% 
vs. 22%). Forty-eight percent of women inquiries about a 
loan were for starting a new business, while only 37% of 
male inquiries were for this purpose. The newness of the 
ventures and the loan applications contributes to the problems 
women have with acquiring financing because the loan 
Officers are less likely to know as much about the client or 
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the business. Much of lending is based on relationships, and — 


comfort and confidence play a major part in the lending 
decision. Regarding the difficulty women encounter with 
raising capital for their businesses, a US study comments, 
"Many women who wish to grow their businesses are 
hampered by lack of capital. Women owned businesses 


continue to be affected by low credibility in the financial — 


markets and restricted access to expansion capital." 

Wynant and Hatch report no significant difference in the 
frequency with which bank clients, male or female, provide 
such documentation as financial plans, pro forma statements 
or cash flow projections, countering the common belief that 
women provide more detailed information to the bank than 
men. They report that from the account manager’s 
perspective, women entrepreneurs more frequently exhibited 
three types of problems: recurring overdrafts, poor financial 
skills and poor operational skills. This appears to be a 
reflection of the comparative lack of managerial and non- 
managerial experience among women business owners 
commented on above. Women are younger and more 
inexperienced than men when they start their businesses so 
it is not surprising that their skills, at that point in time, are 
less developed. 

The frequencies with which women and men business 
borrowers are asked to provide spousal guarantees are 
"virtually identical". And there is "no significant 
difference in the frequency of turndowns for men 
compared to women".?’ Wynant and Hatch found that 
there was no significant difference in the rejection rate for 
either operating loans or term loans for women and men 
borrowers. They analyzed the reasons for loan rejections and 
found that the differences for women and men centred on 
three issues, "too few management skills", "insufficient 
equity", and “lack of a track record", all of which were 


*° Women Owned Businesses, 1992. Op.Cit. 
7’ Wynant & Hatch, Op.Cit. 
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mentioned more frequently for women than men. Twenty-two 
causes for rejection were identified and analyzed in the 
research, but only the three noted above proved to exhibit 
any difference between gender groups, leading to the 
conclusion that there are far more similarities than 
differences between women and men owned businesses. 
Other similarities between women and men owned 
business loans identified by the research include: loan costs, 


the amount of administration required by the bank to service 
the loan, type or amount of collateral support, the frequency 
of personal guarantees, debenture security or general security 
agreements, repayment provisions, or the frequency of 
spousal guarantees, as mentioned above. 


The human issues of entrepreneurship 


Als Atlantic Entrepreneurial Institute conducted a survey 


of more than 1,700 small business owners in the summer 
of 1991. The average age of businesses in the AEI panel 
is 10.4 years; they have an average of 13.2 full-time 
employees, 3.7 part-time employees, and 5.8 seasonal 
employees; 80% have revenues under $2,000,000, and 47% 
have revenues under $500,000. 

In an effort to gain a greater understanding of the 
entrepreneurial community in Atlantic Canada, AEI 
investigated some of the characteristics and traits of small 
business owners in the region, obtaining 1162 responses.” 
Respondents to the survey were asked, among other things, 


(a) the most important characteristics for developing a 
~ successful business venture, and (b) the extent to which they 
_ felt they possessed these characteristics. Table 5.6 shows how 


respondents ranked the characteristics they felt were most 


i 


28 Small Business in Atlantic Canada: Report of the 1990 Survey of the AEI 
Small Business Panel. Atlantic Entrepreneurial Institute, 1991. 


2 mall Business in Atlantic Canada: A Human Resources Perspective. 
Atlantic Entrepreneurial Institute, 1992. 
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important for an individual developing a business. Reading 
down the list and looking for differences between women and 
men, 31.4% of women rated determination as the most 
important characteristic for a successful entrepreneur, while 
only 23.5% of the men saw it as the most important 
characteristic. On the other hand, 13.6 % of men listed. 
"willingness to take risk" as the second most important 
characteristic, while only 9.3% of women did so. 


Table 5.6” 
What entrepreneurs think it takes to succeed 


The percentage of entrepreneurs who chose the qualities listed as the most important, the 
second most important and the third most important to succeed 


Most important 2nd most 3rd most 
important important 
Characteristic [a [ Female | Wale | Ferafe | Wale | Fomae 
23.6 ! 20.3 9.5 5.9 


Determination 


Understanding/respect 1.9 3.4 1.9 17 a sp 
for others 


Building on the list of characteristics which respondents 
had identified as being most important for developing a 


* Source: Atlantic Entrepreneurial Institute 
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successful business venture, the AEI survey then asked the 
respondents the degree to which they felt they personally 
possessed each of these characteristics. The results, 
differentiated between females and males, are shown in Table 
D./. 


Table 5.7” 
How entrepreneurs see their own formulae for success 


Determination 88. 
Initiative : 


1 to achieve 


reativity 


c¢ 


Women entrepreneurs see themselves as more determined, 
having more initiative, being more independent, more diligent 
and more creative than male entrepreneurs see themselves. 
Men, on the other hand, see themselves as more self- 
confident and risk-taking. 

__. The AEI survey went deeper into the issue of personal 
characteristics of entrepreneurs by asking them whether they 
saw their personal characteristics as having changed during 
‘their years of involvement with their small business. The 


| responses are summarized in Table 5.8. Roughly 88% of the 
“women and 86% of the men felt that during their lives as 


| 


#1 Source: Atlantic Entrepreneurial Institute 
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entrepreneurs they had experienced some change in personal 
characteristics. 


Table 5.8 * 
The changes that entrepreneurs see in themselves 


And finally, in response to the question as to whether 
these changes in personal characteristics were attributed to 
their actual business experience as entrepreneurs, 83% of 
both the women and men surveyed agreed that their business 
experience had some real effect on the change in their 
personal characteristics, while 17% of the women and 16% 
of the men felt that these changes were totally as a result of 
their involvement with business. Table 5.9 summarizes 
these responses. 


SS SSS 


* Source: The Atlantic Entrepreneurial Institute 
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Table 5.9 * 
The change agent is business circumstances 


Evaluation by entrepreneurs of the cause of the changes i in their personal characteristics 


Not related to involvement 21 2.1 3 2.5 0 24 
with business 


Totally related to 161 15.8 20 16.9 7 188 
involvement with business 


No change in personal Var Go ee ia 19 4 145 


characteristics 
Total 1,017 100.0 118 100.0 27 —s1,162 


As these AEI survey results indicate, running a small 
business is certainly not like having just another job. People 
are changed by the experience of owning their own 
businesses. Stevenson™ comments on this in her research 
with entrepreneurs. Her in-depth interviews with 34 
‘entrepreneurs make it very clear that "business changes you", 
especially for women. The dominant change that Stevenson 
found among women entrepreneurs was the positive change 
in their self-confidence. Male entrepreneurs, on the other 
hand did not see this change in themselves. Table 5.7 shows 
that 80.6% of men see themselves as self-confident, while 
only 75.4% of women have the same perception of 
‘themselves, reinforcing Stevenson’s data to a degree. The 
-AEI data, however, reflect businesses with an average age of 
10.4 years, while Stevenson’s research examined self- 
perceptions both prior to, and subsequent to, startup of a 


___* Source: The Atlantic Entrepreneurial Institute 


* The Incredible Journey: Becoming a Woman Entrepreneur, Lois Stevenson. 
Unpublished manuscript in process. 
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business. Women showed lower perceived levels of self- 
confidence at startup than did men. But both groups changed 
significantly, as illustrated in Table 5.9. 

Stevenson describes the decision to start one’s own 
business as "jumping in a black hole", and comments, "In the 
black hole, they encountered cash flow problems, employee 
problems, problems with banks, 80 hour weeks, demands on 
their personal time and relationships - all of the things which 
are written about in the literature ... By jumping into the 
black hole, owners exposed themselves to things they did not 
understand (cash flow as a crisis), things they could not 
control (bank problems), things they did not anticipate 
(personal problems) and change... Being processed through 
the business changes the owner - it changes and develops 
their personalities, their values and attitudes, and the way 
they perceive themselves and their lives. As the business 
develops and grows, so does the owner."* 

These findings are particularly interesting with regard to 
the issue of whether entrepreneurs are born or made. The 
trait approach assumes that there is a "profile" of 
characteristics for entrepreneurs, women or men. If one 
possesses these traits, one will have a higher probability of 
becoming an entrepreneur, and a successful one. However, 
Stevenson’s findings, and the findings of the AEI research 
seem to indicate that it is the process of operating a business 
that creates entrepreneurs. It is clear from Stevenson’s 
research that women entrepreneurs generally started their own 
businesses because they were dissatisfied with their lives, 
their jobs, their bosses, their relationships, etc. They did not 
possess all the supposed traits of entrepreneurs; they did 
develop a number of traits, characteristics and habits as a 
result of the business experience which helped them become 
more successful. 

The learning is often difficult, and it varies quite 
distinctly between men and women. Stevenson found that 
women entrepreneurs did not feel comfortable initially in the 


5 Tbid. 
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role of "boss". Instead they wanted to develop an atmosphere 
of "working together." They tended to be concerned about 
~how to balance being a friend and being a boss. They also 


experienced an initial fear of "letting go" and often needed to 
experience a crisis before being able to delegate and trust 
their employees to do the job they were hired for. Men had 
these problems to a much lesser degree. Perhaps the self- 
confidence men show in Table 5.6, combined with their 
feeling of low risk aversion, gets them started from a 
different point than women in business. However, as Table 
5.8 shows, they feel the changes brought about by business 
experience every bit as much as their female counterparts, 


albeit differently. 


Support programs, systems 
and information channels 


any of the needs relating to women business owners in 
Canada have been identified in studies over the last 
decade. Five common needs are:* 
eimproved access to financing, 
eimproved access to information on_ existing 
programs, training opportunities, research and other 
business information, 
enew training and counselling programs on preparing 
marketing plans, financial forecasts, cash flow 
budgets, business plans and overall management 
skills, | 
efacilitation of networking and mentoring, and 
*coping strategies for balancing work and 
family responsibilities. 
All the information presented in this chapter confirms the 
need for these five, and other, types of support and 
assistance. AS more women become self-employed, as their 


_ businesses grow and begin to experience different problems, 


© Women in Business, 1992. Op. Cit. 
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as they employ more people, as they enter new and different 


markets that become increasingly global in nature, and as" 


| 


they face the difficulties of finding funding for growth in an 


economy where many traditional sources of financing are 


drying up and becoming less and less accessible, there will 


be an increasingly critical need for support agencies and 
programs in Atlantic Canada. 

Several actions to address these needs have been 
suggested by various researchers’. Among these are: 

- provide information on entrepreneurial opportunities in 
non-traditional industries, 

- encourage entrepreneurship among women by creating 
a positive attitude toward those women willing to take on the 
risk of starting a business, 

- improved marketing by governments and financial 
sponsors of services applicable to women entrepreneurs, 

- research on topics such as rate of return and financial 
structure of women-based businesses, 

- financial and legal assistance to encourage business 
incorporation among women entrepreneurs, 

- need to provide support in the identification and pursuit 
of business opportunities and in the adoption of existing 
negotiating skills to the business environment. 

Over the past five years, to meet these needs, a number 
of support agencies, programs and services for women 
entrepreneurs have been created in the Atlantic region™. 
These are specialized in areas such as financial assistance 
programs of various kinds (loans, grants, loan guarantee 
programs), women-focused entrepreneurial and self- 
employment training programs (for venture start-up and 
growth), networking or mentoring initiatives, counselling 
and outreach services, and referral and information 
services. The Women’s Enterprise Bureau of Newfoundland 


7 Ibid. 


* Wendy Doyle, Best Practices in Economic Support Programs for Women 


Entrepreneurs, prepared for Centre for Women in Business, Mount Saint Vincent 
University, 1991. 
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and Labrador is one of the early examples of an agency 
which provides one-to-one counselling services through six 


regional outreach offices, publishes a directory of women 
business owners, and organizes conferences which, using 


satellite technology, are able to reach across the province. 
Nova Scotia’s Centre for Women in Business, located at 
Mount Saint Vincent University in Halifax, acts as a clearing 
house for information on government, financial and 


_ consulting assistance, resource materials, and research support 
services. New Brunswick’s Office for Promotion of Women 


in Business offers a similar range of services. Prince Edward 


Island is currently supporting a number of initiatives focused 


on women entrepreneurs. 
Conferences in the region, focused on women 


entrepreneurs and their experiences, problems, and successes 
have proved to be very helpful. The Nova Scotia 


Department of Economic Development annual conference, 
“Women Mean Business", routinely draws about 500 people, 
bringing potential and current women entrepreneurs together 
and creating a network. The 1991 Atlantic Convention for 
Women Entrepreneurs in Moncton attracted more than 325 


/ women from across the country. The Association of Atlantic 
Women Business Owners (AAWBO), the only member 
driven women’s resource group in Atlantic Canada, has 
established chapters in Nova Scotia, New Brunswick, and 


Prince Edward Island to address the needs of women 
entrepreneurs through sharing information and providing 


Support and encouragement to assist women to reach their 


entrepreneurial potential AAWBO is working towards 
expanding its chapters in all four Atlantic provinces. 
Training for female entrepreneurs is provided by groups 
such as the Centre for Women in Business at Mount Saint 
Vincent University, and several Community Business 
Initiatives (CBIs) for women entrepreneurs have been 


implemented in New Brunswick and Nova Scotia with 


sponsorship by the Office for Promotion of Women in 


Business and AAWBO. Henson College, at Dalhousie 


University, has also mounted an entrepreneurial development 
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program focused on re-entry women who wish to start their 
own business. 

Financing and financial aid and counselling for women 
entrepreneurs have been developed by groups such as the 
Women’s World Finance/Cape Breton Association which 
operates a loan guarantee program for women-owned and 
women-controlled businesses; the Nova Scotia Department of 
Economic Development’s Women Entrepreneurs Program, 
which is a capital grant program for new business Start-ups; 
and its Women’s Business Development Program. | 

In addition there have been a number of initiatives which 
promote entrepreneurship as an option for women and which 
profile successful examples of women entrepreneurs in the 
Region. Awards programs recognizing the achievements of 
women entrepreneurs are on-going in New Brunswick, the 
Atlantic Canada Entrepreneurship Awards program includes 
a Woman Entrepreneur of the Year category, and AAWBO 
began an Atlantic Hall of Fame for Women Entrepreneurs in 
1991 to honour the legacy of women in the Region who were 
involved in their own businesses prior to 1960. MITV’s 
Leading Edge series routinely features vignettes on women 
business owners from within the Region. 

The majority of these programs and initiatives are 
supported by government funding. It is essential to the 
region’s future economic prosperity that it benefit from the 
full potential of one of the fastest growing economic 
resources. But more work remains to be done. Data must be 
collected over time in order to be able to analyze such things 
as growth patterns, to measure startup and failure rates for 
women entrepreneurs and to identify trends and patterns in 
such areas as employment, products and services. More 
information is also needed on women entrepreneurs 
themselves - their values, goals, and management styles; how 
they are dealing with the conflicting demands of family, 
community and business; how they are faring in accessing 
financial sources; and how they are both getting training and 
experience themselves and supplying training to their 
employees. 


118 


CHAPTER 6 
CREATING THE 
ENTREPRENEURIAL 
ENVIRONMENT 


"The only certainty is that the status quo is no 

longer an option.” 

- Opening quote of Creating Our Own Future: 
A Nova Scotia Strategy, November,1991. 


he decade of the 1990s promises to be a very difficult 

one for Canada and for the Atlantic region in particular. 
With national job losses running at about 50,000 per month, 
and with competition sharpening on all fronts as markets 
become increasingly globalized, the realization appears to be 
growing that the country is not experiencing a recession, but 
rather a major economic restructuring. Traditional remedial 
actions taken to deal with recession are not having the 
expected results. For instance, interest rates have fallen to 
historic lows and inflation is virtually non-existent, however 
inventory cutbacks continue, and staff cutbacks continue, as 
does the general trend towards removing overheads wherever 
possible. In a normal recession scenario, as interest rates 
decline, capital spending increases, inventories are built up, 
and sales rise. None of these things appear to be occurring. 

The amount of transfer payments Ottawa provides to 
Atlantic Canada is becoming more and more uncertain. The 
level of federal funding for health and education has been 
frozen at the 1989-90 levels. Provincial debt in all four 
provinces is too high. The impact of such things as the potato 
virus in Prince Edward Island, the cod moratorium, and the 
sharp decline in base metal prices is severe, and while it 
appears the potato virus is now cleared up, there is no 
Certainty that the cod stocks will replenish, nor can a change 
in metals markets be counted upon. 
_ That there is a new order of business in North America 
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is clear simply from the statistics on small business. The 
National Foundation for Women Business Owners’ report 
entitled Women Owned Businesses: The New Economic Force | 
(1992), reports that women owned businesses alone employ 
90% of the number of people employed by the Fortune 
500. The statistics that were presented in Chapter 2 show 
how Canada has changed from being dominated by large | 
businesses to becoming dominated by small business. 

The free trade market in North America has created two 
types of businesses: the high volume suppliers and the niche 
market specialists. The US is geared up to handle the former, 
while Canada is adapting to the latter. Canadian plants have 
historically been smaller and are better suited to a short 
production run approach. The concept of economies of scale, 
while still valid in many instances, has moved over to allow 
room for the equally important concepts of quality, 
customization, just-in-time inventory, and customer service 
and satisfaction. 

At Avon Canada Inc., any machine that can’t be re-tooled 
within a half-hour is not useful; production runs have been 
shortened. As the Globe and Mail comments, "The old 
dogma of economies of scale - the more you produce, the 
lower the average cost - has been shelved as consumers 
become more individualistic and global competitive pressures 
reward lean and flexible operations". Materials are ordered 
in smaller quantities, more frequently. The old system of 
long production runs meant inventory buildup of products. 
Avon estimates the costs of holding extra products in 
inventory more than offsets any economies of scale they 
might have been achieving. They have reduced their 
inventories by 25%. Other large Canadian firms moving 
away from the old "big" approach to production include such 
household names as Kraft General Foods and Bombardier. 

The economic environment of the 1990s is not 
stimulating businesspeople to rush to the banks or the bond 
market to leverage themselves with debt (and nor are the 


‘ Ann Gibbon, "Ding-dong, Avon Smalling", Globe & Mail, August 18, 1992. 
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lenders exhibiting great eagerness to part with their money in 
other than heavily secured, low-risk deals). Growth of 
businesses has slowed in the last two years, but only partly 
as a result of world market conditions; small and large 
businesses alike are exercising caution. The lessons are 
burned into the collective business psyche: changing markets, 
changing buying patterns, changing competition all make 
fixed debt and overheads perilous. 

Not surprisingly, Atlantic Canada has experienced an 
economic slowdown in 1990 and 1991 after seven years of 
expansion. The Gross Domestic Product for the region is 
estimated to have fallen by 0.5% in 1991 (GDP fell 0.3% in 
Canada as a whole).? Employment in the region fell by 
18,000, or 2% in 1991, driving the unemployment rate to 
14.1% from 12.8%. A number of the region’s major 
industries such as pulp and paper and mining are not 
expected to show strong recoveries as they face structural 
problems of overcapacity, weak demand, and low commodity 
prices. The fishery is undergoing traumatic change. However, 
despite the decline in the economy, the number of 
businesses in the region increased by 5.1% between June 
1990 and June 1991. 

Some economic trends in Atlantic Canada highlight the 
problems facing the region. Atlantic Canada has less 
manufacturing, higher unemployment, lower incomes, and a 
relatively higher dependence on government spending than 
Central Canada.’ Per capita Gross Domestic Product (GDP) 
in the region has grown faster than the national average over 
the last thirty years, reaching 71% of the Canadian average 
in 1991. During the 15 years from 1976 to 1990, total output 
increased by 50%, the same rate of increase as the nation’s. 
Nova Scotia had the strongest growth rate, at 57%, 


Newfoundland the weakest, at 33%, Prince Edward Island, at 


| 
| 


_ ? Report on the Economy of Atlantic Canada. Research and Analysis, ACOA, 
‘April 1992. 


> Report on the Economy of Atlantic Canada, Op. Cit. 
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55%, and New Brunswick at 51%. The 29% lag in per capita 
GDP growth between Atlantic Canada and the nation as a 
whole is considered to be principally due to lower 
productivity (85% of the national average) and a lower share 
of the working-age population employed (85% of the national 
average). Lower productivity is considered to be a function 
of generally lower levels of education and human resource 
skills and a lower level of technological innovation.‘ 


Why is entrepreneurship an important 
part of the solution? 


he North American economy is now in the post-industrial 

phase, where employment in manufacturing is declining 
and the service/information sector is growing - a "third stage 
of development".” In the first stage of development the 
majority of people were engaged in the agricultural sector, 
and while they paid a rent for their land and lodging in the 
form of the crops they produced, they were essentially self- 
employed. The second stage, industrialization, took people 
from the land and made them into employees, often of large 
organizations. The decline of industrialization is coinciding 
with the growth of services. The basic character of the 
service/ information sector is conducive to entrepreneurship 
and the creation of small businesses - some of which become 
very large businesses and spawn billionaires like Bill Gates 
and Ross Perot. 

What is different about the service/information sector is 
that it does not need "corporate concentration" to survive and 
grow. In other words, bigness is not a prerequisite for 
profitability and success. Innovations in the  service/ 


* Ibid. 


* Lyman Porter & Lawrence McKibbon, Management Education and 
Development: Drift or Thrust into the 21st Century, McGraw-Hill, 1988. (The 
views put forward by Porter and McKibbon are widely supported by observers of 
industrial and societal trends.) 
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information sector generally do not require extensive 
capitalization; barriers to entry in these types of business are 
lower. The "capital" required is often brainpower and energy. 
Businesses also tend to have a shorter life cycle which means 
that stability is less important than in manufacturing, and 
flexibility and agility are of prime importance. In times of 
large scale economic and social change like the present, these 
are precisely the characteristics needed for survival. In 
addition, bigness is not necessarily an advantage in the 
Service/ information business. (Bill Gates founded his 
Microsoft empire on the fact that IBM had developed a new 
product, the personal computer, and did not have an 
operating system to run it. Gates, a small independent had 
the agility and flexibility to buy an existing operating system, 
adapt it to the needs of the PC and call it MS-DOS.) And a 
final characteristic of service/information businesses is that 
they are also more vulnerable to competition from new 
entrants, so that as they grow big they tend to spawn new 
competitors. 
_ Combine these characteristics of the service/information 
sector with the increase in educational level in society plus 
an emerging premium on individuality, and a generation of 
entrepreneurs is born, the stereotype of whom is described by 
Porter and McKibbon as, "the individual who no longer is 
satisfied with taking orders from someone he or she does not 
consider to be his or her superior and who strikes out on his 
or her own, often competing with the former employer with 
the know-how obtained during that employment".° 
Downsizing of large organizations is a current fact; job loss 
as a result of the downsizing is a current fact; the growth of 
the service/ information sector is a current fact; the growth 
of small business and entrepreneurship is a current fact; job 
Creation by small business is a current fact; a focus on the 
allocation of resources to encourage growth in small business 
and entrepreneurship should be made a current fact. 


° Ibid. 
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The problems and the blueprint 


S o what is being done to support and encourage 


entrepreneurship in the region? A significant amount of — 


positive work has taken place in Atlantic Canada over the 
past two or three years. As a recent Nova Scotia study 
observes, much of the work has been carried out through 


partnerships between government, educators and the private — 


| 


sector.’ Traditionally, little attention was paid to the 
development of entrepreneurs, assuming that they somehow © 
naturally went into business themselves and then grew and — 


developed their businesses. A focus on entrepreneurship 
development is a relatively recent phenomenon in Canada, 
largely within the last decade. While there have been a 
myriad of government support programs for existing 
businesses for some time, programs for _ starting 
entrepreneurs have only recently begun to appear. 


The identified problems 


here is a low awareness of entrepreneurship in many — 


parts of the region. While there is currently a great deal 
of effort being placed into developing entrepreneurship and 
small business startup and growth, there is still some 
uncertainty among groups involved at the delivery level, or 
those that have traditionally been involved in employment 
programs, as to just what entrepreneurship is, as opposed to 
general business. The somewhat sterile debate over whether 
entrepreneurs are "born" or "made" contributes to this 
confusion. The reality is that they "grow" over time, as 
Stevenson points out.* Becoming an entrepreneur, rather like 


’ Entrepreneurship Development in Nova Scotia: A Report on Activities, Gaps 
and Opportunities, Applied Management Consultants, 1992. Prepared for ACOA 
and the Nova Scotia Department of Economic Development. 

* Stevenson, The Incredible Journey, Op. Cit. 
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riding a bicycle, is something one learns by trying, by doing, 
by observation. Entrepreneurship awareness and promotion 
therefore should include such things as the celebration of 
‘successful entrepreneurial activity through awards, media 
coverage and speeches, through the presentation of role 
models - women and men who have tried it and survived the 
trial - and through the "telling of stories" (part, at least 
vicariously, of the learning-by-doing process that is so 
important. Case studies are a useful adjunct to this process). 
Activities tend to be concentrated in geographic areas 
where there are government managed or sponsored 
development agencies. Governments are the dominant players 
in entrepreneurship development in the region. The private 
sector needs to become more involved, perhaps through a 
partnership arrangement with governments. It is clear that 
without government, small business and entrepreneurship 
would be far less well developed. Given what we know about 
the job creation power of small businesses, support is 
important. There is some debate, however, over the minimal 
role private enterprise is playing in developing small 
business, and the still inadequate role played by the education 
‘System at various levels. Are the other necessary partners 
standing to the side and letting governments put forward all 
the effort? 

Awareness and orientation programs tend to be 
concentrated in the urban areas. Partly as a result of the 
predominance of government as the major proponent of 
entrepreneurship, the concentration of activity in urban areas 
has meant that the entrepreneurship message is not getting 
Out in a practical and useful manner to _ potential 
entrepreneurs in rural areas. 

Many new entrepreneurs do not know how to proceed 
to the startup phase of their businesses. There is a wide 
variety of government programs in place to provide 
information and help on how to start to establish a business, 
and there are networks and other support mechanisms 
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available throughout the region. Still, the Nova Scotia study’ 
found that the information is not getting to the complete 
target audience. While the authors of the study suggest that 
perhaps the problem lies in the delivery systems, the Atlantic 
Entrepreneurial Institute (AEI) 1990 Survey Report’? which 
had responses from 1,320 small businesses in Atlantic 
Canada, points to a quite different explanation: there are 
simply a lot of individuals who do not seek information or 
assistance and who do little or no formal planning and 
analysis! Of the 1,320 businesses surveyed by AEI, 40% said 
they had received neither professional nor financial assistance 
at the time of startup. Given a list of typical business startup 
activities, almost 30% of the respondents indicated they had 
performed no activities at startup, including those activities 
considered important generally - business plans, market 
research, and promotion. This data prompted the authors of 
the report to ask "Did these entrepreneurs feel, for example, 
that they did not need help or did they not know where to 
find it?" 

Entrepreneurship education and training is varied 
across the region. It is generally not part of the education 
curriculum, with the exception of Newfoundland which 
introduced it in 1992, although each of the provincial 
Departments of Education are in the process of piloting 
courses or working on extensive proposals for introduction of 
enterprise or entrepreneurship education in 1993. But there 
are still insufficient learning materials and mechanisms to 
help instructors or to encourage them to teach 
entrepreneurship. Some courses have been developed within 
the curricula of the business schools in the region, but they 
tend to focus on small business management rather than 
entrepreneurship. Much of the activity in education is ad hoc. 

The level of entrepreneurship research is limited. Most 


” Entrepreneurship Development in Nova Scotia. Op. Cit. 


'° Small Business in Atlantic Canada: Report of the 1990 Survey, AEI, 1990. 
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of the research is initiated and funded by government; with 
the exception of the Canadian Federation of Independent 
Business (CFIB) there is little or no research funded by the 
‘educational or private sectors. As a result, there is no clear 
understanding of the kinds of research needed on or by 
entrepreneurs. As the Nova Scotia study remarks, "There is 
‘no information on what kind of development support is best 
for various kinds of entrepreneurs, at what stages in the 
development of their business, or when and how this support 
can best be provided to them."” 

_ Program evaluations outside the federal government 
sponsored sector have generally not been completed. Federal 
‘government projects are followed up by third party evaluation 
Studies, but unfortunately there is no legislation which forces 
other agencies or groups to follow the same procedures, and 
as a result it is difficult to determine the impacts of many 
‘programs, either in the short-term or the long-term. 
Awareness programs, for instance, are unlikely to show direct 
results i in the short term, and should be evaluated over time 
using a longitudinal approach which can identify trends and 
changes. 

__ Inter-network communication is weak. While there are 
a number of networks in existence such as the Association of 
Atlantic Women Business Owners (AAWBO), Boards of 
Trade and Chambers of Commerce, and local economic 
development agencies, most groups tend to be unaware of 
what others are doing. There is some overlap of activity and 
‘there have been occasions when groups with similar 
objectives have been competing for the same funding 
Sponsors. 


"Entrepreneurship Development in Nova Scotia. Op.Cit. 
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The blueprint: How to create the 
entrepreneurial environment 


hile there is a general recognition that entrepreneurship 

is an essential component of business vitality and 
economic development, the question is how to create the 
environment to develop entrepreneurship. 

Create Champions. In an environment that is changing so 
rapidly, there are a great number of important elements on 
the agendas of government, educators and the private sector. 
Entrepreneurship has to compete with all of them for 
prominence. Shrinking budgets across the board are forcing 
the issue of priorities for all organizations, and money spent 
on promoting entrepreneurship awareness, entrepreneurship 
training and education, startup assistance, and support 
networks must be won in competition with the demands of 
such important areas as health care, unemployment 
assistance, education, and infrastructure spending. Taking a 
page from the book of successful innovative companies, 
entrepreneurship needs "product champions". Champions 
must be created in all of the government agencies involved 
in business assistance. They must be created in community 
associations, in school systems, in universities, in community 
colleges, in large corporations which are downsizing, and in 
financial institutions. The race goes to the persistent, the 
tenacious, the resolute, the determined and the dogged. 

Develop a Sharper Picture of the Needs of 
Entrepreneurs. Many entrepreneurs are either unable or 
unwilling to partake of the many training and development 
programs or even financial support programs which are 
currently available. There is a recognition of the need for 
training,” as the AEI Survey indicates, with 40% of 
respondents favouring some sort of federal government 
involvement in training and education of employees. As the 
Nova Scotia report points out, research and action are needed 


TAN Small Business in Atlantic Canada: A Human Resources Perspective. AEI, 
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to find the answers to two questions: "What should be done 


to help entrepreneurs realize that they need support in certain 
areas of the business, and what methods are most appropriate 
to help them actually get this help?" 

Establish partnerships between government, public 


agencies and private groups and agencies. The point has 
been made over and again in this report that government is 
supporting most of the effort in the Atlantic region and other 
sectors appear to accept this leadership. As is always the case 


in these types of situations, government tends to be damned 
if it does and damned if it doesn’t. In spite of the significant 
effort expended in government programs, to say nothing of 


the funds committed and the highly positive results achieved, 


there are still critics who argue that public servants in 


agencies intended to help and advise small business are not 
really familiar with how small business operates and don’t 
fully understand its needs. It is unreasonable to expect people 


who are not engaged in small business, and whose job it is 
to administer programs designed to accommodate a wide 
range of issues, to understand the specific problems of small 


business intimately. This underscores the need for partnering 


with those who are close to small businesses and who do 


understand their needs. The private sector, the educational 


sector, and non-profit groups and agencies have people who 


are close to small business, but greater efforts need to be 
made to forge partnerships with the government. 

Take training to small businesses and entrepreneurs, not 
vice-versa. The issue of training is highlighted in almost 
every document concerning economic recovery, change and 
development. The general need is clear, but the specifics 
remain elusive. Part of the problem is that not enough 


research has been done to determine just what training 


entrepreneurs both need and want. A second, and more 
important aspect, is the attempt to deal with the problem 


using old and inappropriate paradigms. Education has 
historically been delivered in a specific venue and the 


* Entrepreneurship Development in Nova Scotia. Op.Cit. 
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learners have come to that venue to receive it. Even though 
distance learning has made great strides, it still operates 
within similar paradigms. Instead of the recipients gathering 
in one specific venue, they now have a choice of a variety of 
venues, one of which, hopefully is more convenient. But the 
customer still has to come to the vendor’s place of business, 
albeit a branch office, and the scheduling and content still 
tend to be determined by the vendor and not the customer. 
Training must be taken to the entrepreneur, at a time and in 
a manner which is most appropriate to his or her needs. To 
expect the formal education system, with all its entrenched 
systems and bureaucracy, to make this major paradigm shift, 
is not realistic. Which leads into the next point. 

Don’t let those with a strong stake in the past dictate the 
future. David Birch, in his landmark book Job Creation in 
America," illustrates the point with the example of Japanese 
TV receiver manufacturers licensing the technology from the 
United States and then improving televisions through 
transistorization, thereby taking over the entire industry - 
because the US firms were busy squeezing the last drop of 
profit out of their investment in vacuum tube technology. The 
education industry has a vast investment in their "technology" 
and in the infrastructure which supports it; agencies have a 
large investment in their programs aimed at large business, 
the unemployed, and a number of different sectors; various 
groups have various vested interests, and so on. It is only 
natural for these types of groups to attempt to make the 
needs of the entrepreneur, as customer, fit into the existing 
framework, technology and infrastructure of the supplier. But 
the agendas must be recognized for what they often are: 
efforts to bolster the existing systems and to shore up the 
power bases. Change always takes place at the margins, 
never at the centre. The centre is where the mass of weight 
is, the margins are where the system rasps against the reality 
of pressures from the outside world. The "centre" - i.e. the 
entrenched system - cannot be allowed to dictate the future. 


“ David Birch, Job Creation in America. New York: The Free Press, 1987. 
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Their agendas are too often suspect. 
_' Develop programs which will bring private enterprise 
into partnership with government on the issue of training 
_and development. It may be time to investigate the European 
concept of "Training Boards". Very roughly, the concept 
requires all businesses to dedicate a percentage of revenues 
to training of employees. The Training Boards monitor 
whether the firms have spent these funds on training and 
development, ensuring that the training is appropriate and of 
adequate quality. Businesses (or for that matter government 
departments and agencies) which have not done the requisite 
amount of training forfeit the funds to the Board. 
Encourage striving for success and tolerate failure. As 
Birch points out, this is the predominant characteristic of US 
business and culture noted by business people abroad. 
Canada, on the other hand, is noted for its relative 
conservatism, and Atlantic Canada is seen to move that up a 
notch. The creation of champions out of individuals who 
have striven for success, regardless of the degree to which 
they have succeeded, would create powerful role models. 
The Enterprise Cape Breton assessment team working 
under the chairmanship of Tony Brait made the point that 
"positive economic change takes time and requires the 
allocation of adequate financial and human resources."’ 
This report on the State of Small Business and 
Entrepreneurship in Atlantic Canada, 1992, while 
documenting the remarkable growth of small business in the 
Atlantic region and highlighting many of the successes, 
issues and problems, has consistently attempted to make the 
Same point. The country is undergoing a major structural 
Change, politically, culturally and economically. It is not a 
Short term phenomenon. It will not respond to short term 
solutions. Changes can only be successful if they are pursued 
tenaciously, persistently, steadily, thoughtfully, consistently, 
and with a broad strategic focus. 


'S From Dependence to Enterprise, Report of the Enterprise Cape Breton 
Assessment Team (Brait Report). Prepared for ACOA, 1991. 
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The Characteristics of Regions 
Where Job Growth Occurs 


avid Birch’s exhaustive study, Job Creation in 
America’®, describes the characteristics of regions in 
the United States where entrepreneurship does not take places 
where there is no encouragement for entrepreneurship. The — 
characteristics include such factors as: low education levels; 


strong control of the local economy and politics by a few 


wealthy families or dominant companies with a stake in the 
status quo; a remoteness which provides little opportunity to 
interact with individuals, firms and groups with innovative 
ideas; a lack of higher education facilities, with the result that 
young people leave to find educational opportunities 
elsewhere; a poor climate. Birch makes the point that it is 
possible to project job growth in a region on the basis of the 
"reseeding" which occurs. "If the response to a setback is an 
entrepreneurial surge, recovery is likely during the next five 
to seven years. If no surge takes place, recovery is unlikely. 
If an area is lethargic in starting and nurturing young 
businesses, its ability to replace the inexorable losses is low 
and its future as a generator of jobs bleak.""’ 

Birch’s study reinforces the importance of a vigorous 
effort to support entrepreneurship and new business creation. 
Its conclusion is "that virtually all the variations in growth 
from one place to another derive from the differences in the 
rate at which jobs are replaced, and that replacements 
Originate in the formation of new firms and the growth of 
existing firms". His research, which covered the whole of the 
United States, indicated that some areas have business 
formation rates 10 times greater than others. What are the 
factors which contribute to this growth rate of new business? 

In the past, low labour costs, low raw materials costs and 
proximity to markets and low transportation costs were the 


© David Birch, Op.Cit. 
17 Ibid. 
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keys to the growth and formation of businesses, often 
sweetened by tax breaks, subsidies and other extras. This 
formula worked best in the 1950s and 1960s when large 
established companies were adding employees. Now they are 
shedding them. And Birch’s data points out very clearly that 
attracting branch plants tends to increase the volatility of a 
region, because headquarters make dispassionate decisions of 
a global nature regarding the disposition of their assets, 
largely uninfluenced by local conditions. 
_ In the economy of the 1990s, what are the factors that are 
important? Birch found that what he called "high-innovation" 
firms are the major job creators in the US, and a low costs 
approach - low labour costs, low land costs, etc. - is not the 
way to attract their formation. They rely on brains and 
quality, not low cost. Birch’s conclusion is that the high- 
innovation company will settle, or start up, in an area that 
bright, creative people find attractive. Five important aspects 
of this type of quality environment for innovative companies 
(and it should be noted that innovation does not necessarily 
mean high-tech - innovativeness can be found in all aspects 
and types of businesses) are: quality educational resources, 
particularly higher education; quality of labour - knowledge, 
skills, and the interest and willingness to learn and adapt; 
quality of government - with a strategic view, and supportive 
but not intrusive; telecommunications; and quality of life. 
The blueprint is obvious. Net job growth comes from 
entrepreneurship and new business creation. Not every new 
business succeeds, but if the environment is_ right, 
entrepreneurs will continue to start new ventures and net job 
Creation will result. The characteristics of regions where 
entrepreneurship and job creation do not occur are clear, and 
the characteristics of regions where entrepreneurship and job 
creation do occur are equally clear. The task in Atlantic 
Canada is to create a positive entrepreneurial environment 
now in order to affect recovery and strong positive growth 
five years from now. 
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ABOUT ACOA 


40 he Atlantic Canada Opportunities Agency (ACOA) is a 


| 


federal government development agency established in | 


1987. Headquartered in the region with offices in each of 


the four Atlantic provinces and in Ottawa, ACOA’s goal is | 


{ 


| 


to work with Atlantic Canadians to improve the economy of | 
our communities, through the successful development of — 


businesses and job opportunities. 

ACOA carries this out by: 

- helping people to set up new, and to expand existing 
businesses, 

- marketing Atlantic Canada, nationally and internationally, 

- working together with other federal departments, the 
provincial governments and the private sector within the 
four Atlantic provinces to ensure maximum benefit for 
the region. 

ACOA seeks to stimulate the entrepreneurial spirit that 
exists within the region while promoting Atlantic Canadian 
products in domestic and foreign markets. It sustains and 
fosters economic growth by working with small and medium- 
sized businesses as well as with not-for-profit economic 
partners such as universities, research institutes and business 
associations. ACOA provides people with business and 
financial support to help them successfully compete in the 
marketplace.. In addition, ACOA manages the federal 
government’s regional development programs and plays a 
major role in shaping federal economic policy that affects the 
region. 

, ACOA was originally set up with four very distinct man- 
ates: 

ACTION: Small and medium-sized businesses can 
obtain financial assistance through the Action Program to 
carry out feasibility and market studies, design new 
products or develop new technology, undertake capital 
investments for establishing a business or for moderniz- 
ations and expansions and to implement marketing and 
human resource development plans. 


_ Since 1987, ACOA has funded over 8,000 projects which 
have created or maintained an estimated 54,000 jobs. 
The Action Program has sparked new business investment 
in every province, committing $773 million in federal 
expenditures towards a total of $2.3 billion worth of total 
investment. 

COOPERATION: ACOA cooperates with the provin- 
cial and municipal governments, and with public insti- 
tutions such as universities, research centres and indus- 
trial commissions to support private sector growth. This 
includes negotiating federal/provincial agreements that 
address a broad range of economic needs in Atlantic 
Canadian industries. Since June 1987, ACOA has signed 
72 agreements worth $1.828 billion($1.071 billion in 
federal share). 

The focus of these agreements is on strategic develop- 
ment issues important to the region’s prosperity. The 
main areas on which the COOPERATION program is 
now focused are entrepreneurship, innovation and tech- 
nology transfer, marketing and trade development, human 
resource development, environment, resource 
competitiveness, rural diversification, strategic infra- 
structure and tourism. 

COORDINATION: Coordinating the economic develop- 
ment efforts of the federal government as a whole in 
Atlantic Canada is part of ACOA’s mandate. These have 
been demonstrated through major projects such as 
Hibernia and alternatives to the closure of CFB Summ- 
erside which are designed to help communities adjust, 
prosper, and diversify through spin-off activities from 
such projects. In addition, ACOA initiates consultations 
with other government departments to identify opportun- 
ities for greater coordination. 

ADVOCACY: Advocating the interests of Atlantic 
Canadians when national economic policy and spending 
decisions are being made is a primary focus of the 
Agency. ACOA ensures that local companies have a fair 
Opportunity to bid on procurement contracts by providing 
a link between local suppliers and national purchasers. 


It also plays an advocacy role on matters of trade and is. 

broadening its Advocacy agenda. 

Over the past five years: 
ACOA has developed several innovations to its core man- 
dates in response to needs identified from extensive con- 
sultations with the businesspeople of the region. Among | 
these new programs and enhancements are the Marketing 
Assistance Program, the Fisheries Alternatives Program, the 
ACOA Action Loan Program, and the Human Resources | 
Development Assistance Program. 

As ACOA strives to continually respond to the demands | 
of a changing economy, it has focused on key economic 
development priorities: 
Innovation and Technology Transfer: to build the inve- 
ntory of critical technical skills and support systems to fuel 
innovative technology-related activity, to promote the transfer 
of technology and to improve the region’s competitiveness. 
Entrepreneurship Development: to increase the pool of 
potential entrepreneurs, to increase the profile of business 
owners, to promote business ownership and self-employment 
as viable options, and to create a more supportive environ- 
ment in which entrepreneurship can flourish. 
Trade and Investment Promotion: to increase the number 
and competitive capacity of Atlantic traders, to promote 
Strategic foreign investment and to advocate Atlantic interests 
in national trade and investment policies. 
Human Resource Development: to foster a human resource 
development (training) culture that recognizes and advances 
the value of "human capital" in small and medium-sized 
businesses. 
Procurement and Industrial Benefits: to ensure that more 
high quality contracts and long-term industrial benefits flow 
to Atlantic industry; 
Investment Support: to assist in the establishment of new 
businesses and in improving the competitiveness and growth 
potential of existing Atlantic Canadian businesses which 
create productive employment with emphasis on small and 
medium-sized enterprises. 

ACOA’ efforts hinge on the entrepreneurial and competi- 
tive spirit of Atlantic Canadians. ACOA can enhance the 


economic climate but the energy, creativity and know-how 
rests with the people of Atlantic Canada. Building a self- 
reliant economy is a long-term development strategy and 
requires considerable investment of time, effort and other 
resources. ACOA has demonstrated considerable leadership 
and vision by responding to the innovative and creative 
project ideas of a variety of commercial and not-for-profit 
partners to strengthen the economic fabric of the region. It 
thas also been proactive in initiating strategic plans and 
action. Together, ACOA and Atlantic Canadians are prog- 
ressing towards a more prosperous future - investing in the 
future capacity of the region to renew itself. 
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A MESSAGE FROM 


The Honourable David C. Dingwall 


Minister for 
The Atlantic Canada 
Opportunities Agency 


>, 


I am pleased to present the third edition of The State of Small 
Business and Entrepreneurship in Atlantic Canada. This 
book represents a primary piece of current research and intel- 
ligence on the growth and development of the business and 
economic community in which we live. 

Even in the fast-changing economic climate of the past 
two years, small and medium-sized businesses continue to 
gain importance as significant contributors to the region's 
economic development and job creation activities. In the face 
of corporate downsizing and industrial restructuring, new 
firms continue to be started, pursuing opportunities, creating 
employment and providing a sense of optimism. Existing 
firms are positioning themselves for the new realities of the 
global marketplace, focusing on improving their overall com- 
petitiveness and ability to grow over the long term. 

ACOA is committed to working with Atlantic Canadians 
to find innovative solutions to the region's economic challen- 
ges. This has led us to focus on enhanced competitiveness, 
not only of individual businesses, but of industries, and indeed 
the region as a whole, as a place to do business. This means 
Strengthening the level of entrepreneurial and management 
skills, making greater use of existing technologies, creating a 
more flexible workforce and continuing to develop our 
Outward orientation. We must maximize the potential to be 


realized through the development and pursuit of opportunities 
by the region's entrepreneurs - opportunities created by new 
products and services, new technologies, new markets, 
re-engineering of traditional businesses and industries and by 
the emergence of new industries. And we must focus on mak- 
ing the many adjustments required to deal with the reality of 
decreasing reliance on resource-based industries and gov- 
ernment. This leads us to issues of skills upgrading and re- 
training, preparing new graduates for jobs in the "new econo- 
my" and making the self-employment option more possible 
for people who wish to develop their own ideas into 
businesses. : 

We must work together to focus on strengthening our 
economic base and becoming more efficient and strategic in 
everything we do. I believe that the data and insight provided 
in this report can help entrepreneurs, policymakers, educators 
and corporate leaders to better understand the economic cli- 
mate in which small and medium-sized business is operating, 
the dynamism of this sector and its impact on regional econo- 
mic development. Combined with the 1991 and 1992 reports, 
this trilogy provides a comprehensive look at the many di- 
mensions of creating a more vital entrepreneurial economy 
through the promotion and support of new venture creation 
and growth of existing firms. 

I trust that you will find the 1994 edition as informative 


and useful as I do. i) 


David C. Dingwall 
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EXECUTIVE SUMMARY 


BRAVE NEW WORLD 


The Atlantic region is in the midst of an unprecedented pro- 
cess of sustained restructuring that is simultaneously eroding 
its traditional economic base and developing the infrastruc- 
ture for the new economy that will take its place. Primary 
industries, which provided employment to 30% of the 
_workforce in 1951 now employs only 8%. The employment 
lost in this sector has been replaced by a corresponding inc- 
rease in Community, Business and Personal services (up 18 
percentage points) and governments (up 4 percentage points). 

It will not end there. The threats looming in the coming 
e years pose far greater challenges. Among them: 

the progressive shrinking of the natural-resource base; 

e the shrinking of government; and 
@ the elimination of inter-provincial trade barriers and the 
implementation of the North American Free Trade 

Agreement. 

Governments everywhere in the world are struggling with 
the challenge of creating jobs in an environment where money 
can no longer necessarily buy long-term jobs. The solution 
lies in teaming up with entrepreneurs who can build up the 
economy from the grassroots. 


SECRETS OF GROWTH 


A Statistical Perspective on the Volatility of Small Firms 

Over the 10 years from 1979 to 1989, the total number of 
firms in the region grew by 56%, the outcome of a tremen- 
dous amount of turbulence. There was unprecedented activity 
in firms with fewer than five employees - the number of start- 
ups was 34% more than the total number of firms of that size 
that existed in 1979. In the course of the decade 1979-89, of 
the firms that existed in 1979: 
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® more than half went out of business in the decade; 

© one fifth were ina different size category by 1989; and 

® only one third employed about the same number of people 
iol Abe pees 

This report examines what went on in the volatile two 
years of restructuring that followed this decade. The rate at 
which firms went out of business during 1990-91 was signifi- 
cantly higher than for the 1980s. During 1980-89, 56% of the 
firms that existed in 1979 no longer existed in 1989; but in 
the two following years, 32% of the firms that existed at the 
beginning no longer existed at the end. Almost 40% of the 
firms with fewer than five employees that existed in 1989 no 
longer existed in 1991. Even mid-sized and large firms were 
disappearing at twice the annual rate of the previous decade. 

This did not discourage entrepreneurs, who kept starting 
and growing businesses through the worst economic condi- 
tions in living memory. New ventures in two short years inc- | 
reased the number of firms by 35%, an annual rate more than 
half as much again as in the previous decade. For firms with 
fewer than five employees, startups added 41% to the number 
of firms in two years. 

The flip side of this coin - the firms that downsized with- 
out going out of business - was not a pretty picture in 
1989-91. Of the total number of firms in 1989, 4% dropped 
down at least one size category, compared to 3% for the 
whole decade to 1989. The impact was worst in the largest 
firms, where 7% shed enough labour in two years to drop 
them into lower size page compared to 4% for the 
whole of the 1980s. 

The impact of this churning on employment levels is 
dramatic. In 1989-91, while total employment dropped 
11,200, the "growers" (who jumped at least one size category 
up) contributed 31,700 new jobs, and startups created 
56,200. In 1979-89, the growers contributed only a third of 
the jobs contributed by startups. 
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The "sliders" (firms that shed enough labour to drop at 
least one size category down), lost 36,000 jobs, however, and 
the firms that stayed in the same category over the two years 
managed to drop more than 8,000 people from their payrolls. 

To find the firms that made the biggest difference to 
employment, one way or the other, a special analysis was 
made of the firms that jumped or declined two or more size 
categories. A handful of 118 firms (0.2% of all Atlantic firms 
in 1989) fit these criteria and they created 6,200 jobs in two 
years. Almost half of the jobs created (3,200 of 6,700) by 
these high-growth firms came from a mere 34 firms with 5 to 
19 employees each in 1989. These firms had started with a 
total of 100 employees all told in 1989. 

The big losers were almost as spectacular. Only 0.3% of 
all the firms that existed in 1989 shed enough labour to drop 
down two or more size categories, but they lost 9,000 jobs in 
the process - close to the amount lost by all firms in the reg- 
ion as a whole. The biggest losers here were the 71 firms that 
Started out with 100 to 499 employees each: they employed 
5,700 people in 1989, but lost 4,800 to end up with 900 bet- 
ween them. 


Strategies for success 

Statistics Canada investigated the factors that differentiate 
more successful growth-oriented small and medium sized ent- 
erprises (SMEs) from less successful ones. The research 
examined the strategies, activities and characteristics of 1,480 
SMEs across Canada - both the stated intentions of the enter- 
prises and their actual focus and activity. 

The survey asked respondents to rank order the impor- 
tance of eight factors which determine growth in small and 
medium sized firms - i.e. where SMEs say they place their 
emphasis. The firms ranked the factors as follows: (1) man- 
agement skills, (2) skilled labour, (3) marketing capability, 
(4) access to markets, (5) cost of capital, (6) ability to adopt 
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technology, (7) R&D innovation capability, and (8) govern- 
ment assistance. 

However, when the research team examined the activities 
and programs that growing small and medium sized enterp- 
rises actually stressed - where they actually spent their time 
and money - they discovered that the highest growth SMEs 
were differentiated from the lower growth SMEs by three 
factors: R&D capability, access to markets, and technological 
capability. Higher growth SMEs stress factors related to 
innovative capability. They focus on developing something ~ 
new, different and unique. Quite clearly, management skills, 
marketing ability and skilled labour are essential elements in 
facilitating this focus on the development of products and 
services which are differentiable in the marketplace, but they 
tend to be the foundation upon which such activities as R&D, 
technology capability, and market access can be leveraged. 

Although SMEs ranked government assistance lowest in 
importance to their success, in fact high-growth SMEs use 
these programs in a Selective and effective manner. The 
higher growth SMEs use export incentives, R&D tax incen- 
tives, market information services, and industrial support pro- 
grams to great advantage. Both procurement and training 
programs tend to be general and broad-band in nature and it 
appears that training, in particular, needs to be tailored to the 
enterprise's specific needs at a specific time. 


Strategies of Growing Small and Mid-sized Enterprises 
(GSMEs) 
GSMEs were asked to describe how they implemented strat- 
egy in the areas of six practices: management, marketing, 
human resources, technology, production and utilization of 
government programs. In each case, they were presented with 
a list which ranged from aggressive and innovative app- 
roaches to more staid and conservative approaches. 

Higher growth GSMEs adopt more aggressive strategies. 
For instance, a strategy of focusing on new products in new 


markets correlates more highly with growth than the more 
conservative approach of selling existing products in existing 
markets. Strategies of developing new technology, improving 
existing technology and refining the technology of others 
have a clear effect on growth and success, while using the 
technology of others correlates with lower rates of growth 
and success. Higher growth SMEs take an aggressive app- 
roach to production strategies, placing more emphasis on the 
use of new materials and using existing materials better. 

With human resource strategies, they focus on innovative 
compensation packages, while making sure they also cover 
the essential human resource factors of motivation and train- 
ing. With regard to management practices, the same picture 
appears. The focus is on things like just-in-time inventory Sys- 
tems and process control, while making sure that a tocus is 
maintained on Total Quality Management. 

With regard to capital structure, higher growth SMEs rely 
less on retained earnings and accounts payable, and instead 
utilize short and long term debt in their balance sheets. Ret- 
ained earnings are seen as a foundation element in the struc- 
_ ture of the firm, but not sufficient to enable market share or 
_ profitability growth. 


BUSINESS COUNSELLING 


How is assistance given to small businesses to help them into 
and through the fledgling stage? There are a wide variety of 
services being offered in the region, including the promotion 
of entrepreneurship as an employment option, self-emp- 
loyment training, counselling people in the early stages of 
venture development, the provision of advice and informa- 
tion, referral to other sources of assistance, assistance with 
development of business plans, financial assistance, and prob- 
lem-solving for existing small firms. Advice covers areas 
ranging from preparing business plans, budgets and financial 
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proposals, to market research, tax planning, hiring and firing, 
production techniques, and so on. 

It is estimated that there are about 3,000 people in the 
region employed in providing this assistance to small busi- 
ness, primarily in publicly funded agencies and organizations, 
economic commissions, small business development centres, 
and various government offices. A sample of these profess- 
ionals was surveyed in 1993 in order to clarify the picture of 
who they are, where they are, what they do, who their clients 
are, and what their major focus is. 

In these agencies and organizations, a variety of services 
are provided: business advisory and counselling services; fin- 
ancial assistance; self-employment or management develop- 
ment training; marketing assistance; technical support; export 
assistance; and some accounting/bookkeeping, human res- 
ource management, employment generation or facilities man- 
agement services. Fees are generally not charged. 

Work experience of counsellors in the region tends to be - 
related to small business, with about half of the sample 
reporting they had either owned or managed their own busi- 
ness or had management experience. Counsellors with related 
organizational experience or who have taught either business 
administration or entrepreneurship account for roughly an- — 
other third. Approximately 70% of the respondents have 
more than four years of experience in business counselling 
and 30% have had more than 10 years experience. 

The top five time demands placed on small business coun- 
sellors by their clients are: 
® responding to general inquiries, 
business plan preparation, 
evaluating funding proposals, 
financial counselling, and 
marketing counselling. 7 
Few professionals spend any significant amount of their 
time on direct counselling to analyze and solve specific busi- 
ness problems. The clients with whom counsellors spend the 
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_ most time are pre-business startup, owner/entrepreneur, asso- 
ciations, and managers in small/medium sized business. Most 
counselling in the region is done in the initial up-front stages 
of business creation with relatively new, inexperienced 
- entrepreneurs. 
They experience most difficulty in counselling in the areas 
of technological innovations; dealing with a client's lack of 
_ basic business knowledge; market and marketing strategies; 
_ import export; and research and development. They find least 
difficulty in: providing information on assistance programs; 
providing general business advice; identifying financial sour- 
ces; providing province-specific information; and _ record 
keeping. 

These professionals are strongly committed to upgrading 
_ their skills and continuing their development. They identified 
10 subject areas for development of further knowledge and 
_ skill to enhance their counselling capability and a range of 
tools and resources which they felt would make them more 
_ effective in their counselling work. 


RECESSION FIGHTERS 


_ The economic restructuring that began in 1990 and took hold 
in 1991 led to a sharp reversal in employment growth. The 
_ trend observed in last year's report, however, still holds - Atl- 
antic Canada suffers less in bad times and benefits less in 
good times. 

| For both the Atlantic region and the country as a whole, 
the loss of jobs was significantly worse this time around than 
at the start of the last recession, in 1982. For small firms, the 
contrast was even more pronounced: after a decade of extra- 
ordinary strength, when they consistently outperformed big 
firms in job creation, small firms in Canada were hit harder 
_ than big firms in the current restructuring. 

However, in Atlantic Canada, the pattern of previous 
— years held, as small firms lost jobs at a slower rate than big 
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ones. On average, the region was very close to the Canadian 
average in the 1980s, with small firms increasing employment 
by 6% a year across the country. The comparable trend in big 
firms is less consistent, being driven by regional factors to a 
greater degree. Nationally and regionally, big firms stood still 
over the nine years of the economic cycle, with an increase in 
employment only marginally above zero. 

The composite figures for growth of small firms hides sig- 
nificant variations between the smallest firms (those emp- 
loying fewer than five people) and the bigger ones employing 
50 to 99 people. The smallest firms have expanded their emp- 
_ loyment by 14.3% p.a. from 1982 to 1991, compared to 3.1% 
for firms employing 5 to 19 people, 2.4% for firms employing 
20 to 49 people and 1.2% for firms employing 50 to 99 
people. 

This performance of the larger small firms was close to 
Canada's and is encouraging for the region because it is these 
firms that are most likely to Sa the small-business 
base of the regional economy. 

It is notable that firms employing more than 500 people 
have performed consistently poorly since 1980. With the ex- 
ception of 1988, when they went on a hiring binge, these org- 
anizations were static in the remaining 12 years, shedding 
labour in five of the years and growing by very small amounts 
in the other seven. The average for the last 10 years came in 
at a net loss of 0.4% p.a. for organizations employing more 
than 500 people, compared to a growth of 5.2% for all small 
firms employing fewer than 100 people. 

The importance of small firms is even more pronounced 
in the market sector. Over the seven years to 1991, big firms 
in the market sector lost 6,200 jobs, while small firms created 
91,900 new jobs, or 107% of the total new jobs created in the 
market sector. The downsizing of large firms was particularly 
evident in 1991, when large firms shed 13,400, or double the 
net jobs created by their sector over the previous six years. 


By contrast, in the funded (government) sector, big org- 
anizations contributed 12,200 new jobs compared to the 
17,300 (or 59% of the total) created by small firms. Clearly, 
the government-supported sector is the only one feeding job 
growth in large organizations. 

Organizations employing more than 500 people now acc- 
ount for less than half of total employment (48%), compared 
to 54% in 1980. Meanwhile, the firms employing fewer than 
50 have raised their share of the workforce to 32% from 
26%. In both cases, two-thirds of the change has occurred 

_ between 1985 and 1990 (mostly in 1990 and 1991). 
| 


_ The Business Count 

_ This evolution in the balance between small and big organiza- 
tions can also be seen clearly in the count of businesses in the 
region. The total number of firms has increased significantly: 
in the 10 years to 1991, the total increased to 87,700 from 
57,100. The power, however, is in micro firms (employers of 
fewer than 5 people), that have been growing at an average 
annual rate of 5% since 1981, while the number of large emp- 

- loyers has actually declined by 0.5% a year. Over the 10-year 
period, the number of firms in the region with fewer than five 
employees grew to almost 65,000 from about 40,000. 


Self-employment in context 

Self-employment is more developed in Canada than in the 

Atlantic provinces: 

e 7.2% of the workforce is self-employed in the region, 
compared to 9.5% for the country. 

© The percentage of owner-managed businesses that are 
incorporated is lower in the region - 26% compared to 
34% for the country as a whole. 

e The percentage of the self-employed who are women is 
slightly less in the region (25.4%) than in the country 
(28.0%), despite an almost identical proportion of women 
in the workforce as a whole. 


About 15% of the region's self-employed have less than a 
grade 9 education, compared to 10.7% for the country. The 
most important reason for this difference is the different ind- 
ustrial mix in the region's self-employment. More than one 
quarter (28%) of the region's self-employed are in primary 
industries, compared to 19% for Canada. By contrast, busi- 
ness services, which is the fastest growing industry sector, 
accounts for only 7% of the region's self-employed, compared 
to 12% nationally. It is interesting that primary industries 
have the highest rate of self-employment of any sector - 32% 
of Canadians who work in the primary industries are self-em- 
ployed, compared to 25% in the region. The next highest self- 
employment rate is business services, with 20% nationally and 
15% regionally. 


A decade of transition 
The make-up of the self-employed population in Canada 
Seas rapidly during the 1980s: 

The rate of self-employment in the workforce rose to 

9.5% from 9.1%. 

@ The percentage of self-employed people whose businesses 

are incorporated went to 34% from 30%. 
© The percentage of the self-employed who are women rose 

to 28% from 19%. 

The self-employed as a whole represented more than 
11% of the increase in the workforce over the decade. Most 
remarkable, however, is the change in women's participation 
in self-employment. Women represented two-thirds of the 
increase in the number of self-employed people. This phen- 
omenon is perhaps less remarkable when it is noted that 
women represented more than two-thirds of the increase in 
the workforce over the same period, but the impact on the 
self-employed is more powerful than in the workforce as a 
whole. In the course of the decade, the total number of self- 
employed women increased 87% to 383,000 from 205,000. 
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It takes time to make an entrepreneur 
The average age of entrepreneurs (43) is markedly higher 
than that of employees (36): the percentage of self-employed 
people who are younger than 25 is less than 5%, compared to 
20% for employees. Only one quarter of the self-employed 
are younger than 35, compared to almost one half of emp- 
loyees. Clearly, self-employment demands experience as well 
as enthusiasm. 

At the other end of the scale, 18% of the self-employed 
are 55 or older, compared to 8% of employees. 


It pays to be self-employed 
The lure of self-employment is at least partly because the self- 
employed earn more than employees. The average income of 
the self-employed was $36,000 in 1991, compared to 
$27,000 for employees (a premium of more than 30%). It's 
even bigger for incorporated owners, who averaged $44,000, 
compared to $32,000 for unincorporated businesses. 
Self-employed women are more concentrated than men in 
the lower-paying unincorporated businesses, yet their inc- 
omes rose faster than that of men during the decade (104% 
compared to 85%. Almost 60% of self-employed women 
have a post-secondary education, compared to 49% for men. 
Incorporated (and therefore more experienced) women have 
a smaller income gap than do unincorporated women, who 
are, with the exception of professionals, generally newer to 
self-employment than men. 
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INTRODUCTION 


he first in this series of The State of Small Business and — 
Entrepreneurship in Atlantic Canada reports was pub- 
- lished in 1991, beginning an effort to benchmark what is hap- 
_ pening in the region and to explore the key issues which 
affect the growth and development of small business and 
entrepreneurship. 

Each of the reports has aimed at articulating what it takes 
to create and enhance the climate for entrepreneurship and to 
Support and stimulate the small business explosion. Each 
makes the point that entrepreneurs need to have a supportive 
and hospitable environment, plus the necessary infrastructure, 
if they are to flourish. Each report has hammered home the 
very important fact that small business fuels virtually all the 
growth in employment in the region, much of this coming 
from new and "micro-firms" with fewer than five employees. 

The 1991 report described the. phenomenon of this 
growth as an "entrepreneurial wave", but it took pains to dif- 
ferentiate entrepreneurship from small business, making the 
point that the former implies a commitment to growth. This 
theme of growth is carried forward in the current report, as 
we examine the factors which differentiate those firms which 
have a rapid rate of growth and high levels of success from 
those which grow and develop more slowly. 

Consistent themes have been woven through the series, 
exploring certain areas in depth within each separate report, 
but always returning to the basic themes. Themes which have 
been addressed include: 
® thé importance of entrepreneurship education and train- 

ing; 
® the need for counselling and support services; 
© the structures and problems of financing; 
© the increasingly important role of women entrepreneurs; 
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@ the necessary elements of infrastructure; and 

@ the critical areas of emphasis for success (information 
necessary to enter and expand markets, improved man- | 

agement skills and abilities, and developing innovative | 
products and services). 

In each case, the focus was on establishing the priorities | 
for action by governments, the private sector, and entrepre- | 
neurs themselves. Broad based and general approaches to the 
economic problems of Canada and the Atlantic region are no 
longer appropriate. The federal government is facing the | 
problem of dealing with a debt in excess of $500 billion and | 
one of the consequences is an examination of programs and | 
their effectiveness. Money and effort will be expended only in 
areas where the return is greatest. | 

The State of Small Business and Entrepreneurship reports | | 
have attempted to provide a framework for setting priorities; | 
they have developed and explained research on entrepreneur- 
ship, covering the characteristics of small business and their 
owners, how businesses are born and die, how they survive 
and grow, how and where they create employment and_ 
wealth, the problems entrepreneurs face, the types of support 
that are most beneficial to them and which yield the greatest 
return to the providers of this support. Government needs to_ 
know where best to allocate resources, just as entrepreneurs 
do. Both groups are faced with immense pressures and the 
margins for error are increasingly slimmer for both. 

The 1991 report made the point that: "The long-range ob- 
jective is to create an environment in which entrepreneurship 
is widely perceived as an_ attractive and _ feasible 
career/employment option, to contribute to increased job 
creation, to increase the wealth generating ability of the re- 
gion and to build the overall level of self-reliance and con- 
fidence of Atlantic Canadians." 

These objectives remain valid today, and significant pro- 
gress has been made towards achieving them. For example, 
since 1991, enterprise education has become an important 


part of the curricula in schools and post-secondary institu- 
tions in all four provinces. There is strong acceptance of the 
fact that the success of the economy will depend very heavily 
on the development of people, and that entrepreneurial spirit 
is a critically important element of the human resource mix. 

_ However, economic crises continue to push the need to 
accelerate our efforts. By the early 1990s, it had become clear 
‘that a psychology of dependency had developed within the 
regional labour force. This problem forms the context for the 
move to focusing on entrepreneurial behaviour and the crea- 
tion of an entrepreneurial culture, climate and infrastructure 
in Atlantic Canada. Adverse conditions continue to be 
exacerbated by further downsizing of large corporations and 
governments and the decline of traditional resource-based in- 
dustries. The challenge is to adjust to the demands of the 
"new economy". Revitalization and renewal will call for inno- 
vation, flexibility, adaptability, self-reliance, development of 
new skills sets and attitudes, and a new kind of economic 
infrastructure. | 

_ This series of reports is intended to provide an important 
benchmark for progress in the battle to create an entrepren- 
eurial climate and culture, and to support the growth and 
development of entrepreneurs and small businesses. An axiom 
of change states "What gets measured gets changed". The 
State of Small Business and Entrepreneurship in Atlantic 
Canada reports direct the spotlight onto the important, high 
priority areas of small business development, growth and job 
creation. They have enjoyed wide circulation, reaching 
audiences from high school students to financiers and have 
focused attention on what has been done, what exists, and 
what needs to be given attention. This third report is no 
exception. 
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Chapter 1 
BRAVE NEW WORLD 


he Atlantic region is in the midst of an unprecedented 

process of sustained restructuring that is simultaneously 
eroding its traditional economic base and developing the in- 
frastructure for the new economy that will take its place. 
Some idea of the extent of the shift can be gleaned from 
Table 1.1 below. 


Table 1.1 
Employment Changes 


Percentage of total employment in each industry sector for the Atlantic provinces in 11951, 


1971 and 1991 and for Canada in 1991 
Distribution of employment 


ee gis ataantic cape 
| i951 | 1971 | 1991 | 1991 


Primary | 30% 10% 8% 6% 
Manufctiing = BRR BR tb 
Construction 6% 9% 7% 6% 
Transportation, Communications & Utilities 12% 10% 8% 7% 
Trade eae 144% 17% 17% 17% 
Finance, Insurance &RealEstate = § 1% 3% 4% 6% 
Community, personal and business services 14% 25% 32% 35% 
Public Administration  =«- «sss BH 12% 1G BM 
is 100% Lice Marae os 


It's no surprise there has been a dramatic shift away from 
primary industries, although the region still had a higher pro- 
portion of its labour force in this sector in 1991 than did Can- 
ada. The employment lost in primary industries was replaced 
by a corresponding increase in Community, Business and 


* Source: Census 1951, 1971 and 1991. Statistics Canada 
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Personal services (up 18 percentage points) and governments : 


(up 4 percentage points). 

Among the changes in the private sector, it is notable that 
manufacturing lost only two percentage points in the region 
over the 40 years, falling to 13% from 15%. In Canada as a 


whole, manufacturing's share fell to 15% from 20% over the | 
same period. At the end of this adjustment, the two biggest | 


differences between the region's and the country's employ- 
ment distribution were in Community, Business and Personal 
services (where Canada has 35% of its jobs, compared to 


) 


| 
| 
| 
| 
| 


. 


32% in the Atlantic) and in government (where Canada has 


8% compared to the region's 12%). 

This kind of structural adjustment is not a pretty or a neat 
process. It is dotted with news of potentially disastrous devel-. 
opments like the collapse of the fishery, or the closing of mili- 
tary bases and the departure of branch plants of major 
international firms. Unfortunately, it is insufficiently dotted 
with stories of the many small triumphs by entrepreneurs who 
have tilted against the full force of international competition 
and succeeded. 

No matter how it is perceived, however, there is no deny- 
ing the enormous challenge of developing the new economy 
fast enough to take up the slack of the declining old 
economy. 

Last year's State of Small Business and Entrepreneurship 
outlined the growing threats to the region's economic pros- 
pects and detailed the first signs of an emerging acknow- 
ledgement that entrepreneurship represents a critical part of 
any program to restore the region's economy. Equally, how- 
ever, it acknowledged that there remains a great deal still to 
be done. Despite strong signs of a steady increase in the num- 
ber of people who are thinking of starting a business of their 
own, the general level of entrepreneurial competence is not 
yet where it should be. 

The report identified the obstacles limiting the develop- 
ment of entrepreneurs and described some techniques for 
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| 


overcoming them. In particular, it listed the five conditions 


necessary for a community to become a magnet to dynamic, 


growth-oriented entrepreneurs: 


Quality educational resources 

Quality labour (adaptable, willing to learn) 

Quality government (strategic, not intrusive) 
Telecommunications and 

Quality of life 

The Atlantic region is remarkably well endowed with all 


these advantages and it is showing definite signs of an emerg- 
ing interest in entrepreneurship. However, the pace of change 


_ in the past year or so has exceeded all expectations. The eco- 


nomic base of the region is under immense pressure to adapt 
to the realities of the 1990s, which include: 


i. 


The progressive shrinking of the natural-resource base 
(the fishery, forest products, mining). Rio Algom closed 
its tin mine in Yarmouth, Nova Scotia, Fraser Inc. closed 
its forest products plant in Atholville, New Brunswick, to 
mention just two of many such examples. 

The shrinking of government, which will affect the region 
both in terms of diminishing the flow of funds into the 
region and the purchase of goods and services from the 
region. Some of the pertinent trends include: armed 
forces cutbacks (closure of the American base at Argentia 
in Newfoundland and cutbacks at CFB Comwallis, Nova 
Scotia), federal government agencies becoming more 
selective in where they apply their resources, provincial 
governments cutting back everywhere and reassessment 
of the social security safety net, including a major re- 
assessment of Unemployment Insurance. As Table 1.1 
shows, the region has a disproportionate share of its 
labour force in public administration, which makes it more 
vulnerable to adverse impact from these trends. 

The elimination of inter-provincial trade barriers and the 
implementation of the North American Free Trade Agree- 
ment will reduce or eliminate the incentive for large 
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companies to keep branch plants in the region. If they are 
to survive, branch plants will have to acquire world prod- 
uct mandates or else develop a high level of expertise in a 
particular facet of the company's operations. Furthermore, 
the rationalization of business as a result of globalization 
is causing established products to decline suddenly and be 
replaced by new ones. Sears Canada, for example, closed 
its catalogue division in Halifax with a major loss of jobs. 
Even some locally-based companies are rationalizing their 
operations in the region - like Moosehead Breweries, 
which is closing its plant in Dartmouth. The energetic ef- 
forts of New Brunswick to build excellence in the prov- 
ince in telecommunications and bilingual direct marketing 
is a good example of a successful strategy to pursue op- 
portunities in the "new economy”. 

The most significant outcomes of these pressures will be 


the loss of jobs in sectors that have for many years been con- 
sidered the mainstay of the region's economy. It is therefore 
imperative to find a way of creating employment in the region | 
to prevent a population leakage into other regions of Canada 
or other countries. 


Entrepreneurship lies at the core of any and all solutions | 


In later chapters in this book, we show that self- 


employment in the region is lagging the country as a whole. 
Atlantic Canada needs entrepreneurship more but has devel- 
oped it less, despite some excellent progress in the past few 
years. This translates into five major challenges: 


Training. Young and/or putative entrepreneurs need a 
wide range of skills to succeed as entrepreneurs, and they 
are not born with them; 
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to this challenge. Governments everywhere in the world are’ 
Struggling with the challenge of creating jobs in an environ- 
ment where money can no longer necessarily buy long-term | 
jobs. The solution lies, rather, in teaming up with entrepre- 
neurs who can build up the economy from the grassroots. 


| 


} 
i] 


V_ Assistance for growth. Some existing entrepreneurs who 


have shown they have the skills to start a company, are 
ready to expand their businesses, but they don't have the 
(quite different) skills to manage growth. They need 
tailor-made counselling and assistance. 


¥ Education. It is critical that we inject entrepreneurship 


into the educational system as a basic requirement - not 
that everyone will become an entrepreneur, but that they 
will all appreciate the importance of entrepreneurs. 


¥ Adoption of modern technology. As this report shows, re- 


search and development is not as critical an issue as is of- 
ten believed - but adopting what has already been 
developed is enormously important. 


¥ Human resource management. In a world that moves so 


fast, it is no longer possible to control everything, so any 
business that wants to succeed - and especially those that 
want to grow - must learn to harness the energy and ex- 
pertise of other people. That means they must be com- 
petent in the management of human resources. All the 
concepts talked about in previous reports (lifelong learn- 
ing, competitiveness and so on) come into play in this 
issue. 

These are delicate operations. As Chapter 2 shows, the 


tise and fall, birth and disappearance of smaller firms is vola- 
tile in the extreme; the skills required to succeed once firms 


take the plunge to go for growth are many and varied. There 


is no substitute for the individual entrepreneur, so the eco- 


‘nomic goal is to develop a culture that understands the needs 
_of entrepreneurs and breeds them. 


The role of government is to understand the process and 


offer support and advice wherever possible to facilitate the 


_ Process of growing entrepreneurs in the region. In Chapter 3, 
we look at some of the counselling programs that are the first 
‘Steps in building this important aspect of nurturing 


entrepreneurs. 
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And in Chapter 4, we analyze the impact of entrepreneurs 
over the past 15 years, through two severe recessions and the 
longest period of sustained growth in living memory. There's 
never a dull moment. 


f 
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Chapter 2 
SECRETS OF GROWTH 


i: last year's report, we demonstrated the extraordinary 
| & "churning" that goes on in small firms, as they start, grow, 
merge, decline or die - and start all over again. This year, we 
_are updating that analysis to look at what happened to small 
firms as the recession hit in 1991. Then we will review the 
_findings of an extensive study that examined what differen- 
_tiates firms that can grow successfully from those that cannot. 
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_ A Statistical Perspective on the Volatility of Small Firms 
Over the 10 years from 1979 to 1989, the total number of 
firms in the region grew by 56%, but it was not a smooth 
ride. There was unprecedented activity in firms with fewer 
‘than five employees - the number of startups alone was 34% 
more than the total number of firms of that size that existed in 
_ 1979. In the course of the decade 1979-89, the record of the 
| firms that were operating in 1979 was varied: the most dyn- 
-amic 6 out of every 1,000 (0.6%) Atlantic firms accounted 
_ between them for more than 11% of the total number of jobs 
created in the region; more than half the firms went out of 
business in the decade; one fifth were in a different size cate- 
gory in 1989. Only one third of the firms that existed in 1979 
_ employed about the same number of people in 1989. 
This section examines what went on in the turbulent two 
years that followed this decade (which encompassed the long- 
est economic boom in recent memory) and finds that the 


_ churning did not slacken’. The size of firm makes a big differ- 


_? This difference is slightly exaggerated by a change in statistical methodology 
| from 1989. In the earlier series, the recorded numbers of births and deaths of 


firms was adjusted to weed out situations where a firm was sold (which would 
normally count as a simultaneous birth and death) or went dormant for a period 
before restarting. The later series has not yet made this adjustment, which may 
represent a difference of up to 15% of the numbers shown. 
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| 
ence in this analysis, so the evolution in the number of firms | 
and their employment is examined by size categories: four 
categories for small businesses (those employing fewer than 
five employees, up to 20, up to 50 and up to 100), one for 
mid-sized firms (100 to 499 employees) and one for big busi- | 
ness (500 or more employees). A firm's size category is deter- | 
mined by its employment at the national level, but the | 
numbers discussed in this report deal with the regional com- | 
ponent of the national totals. For smaller firms, of course the 
national employment is the same as the regional! 

The restructuring of this decade has meant that the rate at. 
which firms went out of business during 1990-91 was signifi- 
cantly higher than for the 1980s. During 1980-89, 56% of the 
firms that existed in 1979 no longer existed in 1989; 32% of 
the firms that existed in 1989 no longer existed in 1991, as 
Table 2.1 shows. This is three times the rate of the earlier 
period (which included the 1982-83 recession which was then 
considered to be the worst since the Great Depression). 

Almost 40% of the firms with fewer than five employees 
that existed in 1989 no longer existed in 1991. Even mid- 
sized and large firms were disappearing at twice the annual 
rate of the previous decade. This is no surprise, given the 
number of people affected by the restructuring. What is less 
appreciated, however, is the degree to which entrepreneurs 
kept starting and growing businesses through the worst eco- 
nomic conditions in living memory. Instead of lying low, as 
most expected them to do, new ventures in two short years 
increased the number of firms by 35%, an annual rate more 
than half as much again as in the previous decade. 

For firms with fewer than five employees, startups added 
41% in two years to the number of firms that existed in 1989. 
This may reflect involuntary self-employment for people who 
were laid off and had no alternative, but it's unlikely this phe- 
nomenon changed the trend, because startups were strong for 
firms with more than five employees - and it takes a while for 
newly self-employed people to start hiring. 
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Table 2.1 ° 
Big churning in bad times and good 


Turnover within each size category of firms during the period shown - from start ups, ces- 


sation of business, growing into larger size categories, declining into smaller size catego- 
ries or coming into the size category from growing and declining firms that were in other 
size categories - expressed as a percentage of the firms in the first year of the period. 


Atlantic Canada, 1979/89 and 1989/91 


Turnover within each size category of firm (by number of 
employees), expressed as a percentage of the number of 


) |Type of change firms at the beginning of the period 

1989/91 

- 1989 firms 100 100 100 

| Wentoutofbusiness 938s 14H A 


ae So 2 . ae 


1979/89 
_ 1979 firms 100 100 100 100 100 100 100 
Wentoutofbusiness 60 4 48 54 §38 44 56 
_ New entrants 134 73 65 65 48 eC penta 
Ditowy = Ci‘ (iat tO 
_ Growers *  Paecle@nd beh oe ailan § aiding) 0 16 
melers® lO Bt 
Net change byAOEO sult BAP GAG 16.44 ty ABei P40 01-56 
| * Notes: Growers are firms that existed in the base year (1 ( 1989 or 1979, as the case Ao bal ‘and 
grew sufficiently to be classified in a larger size category by the end of the period. Sliders are the 
same except that they have declined to a smaller size category by the end of the period. Inflow for a 


_ particular size category is the other side of the coin: this counts the sliders and growers from other 


size categories that end the period in the size category in question. 
Totals may not coincide with the sum of some columns due to rounding. 


Source: The statistics in this section are based on Growing and Declining 
Business Report, Atlantic Canada, 1989-91, prepared by the Small Business 
and Special Surveys Division of Statistics Canada, 1993. This is a special run of 
Employment Dynamics, the data base used extensively elsewhere in this report. 
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For example, startups of firms employing 5 to 19 people 
added 15% to the total firms of that size in 1989, which rep- 
resents the same annual rate for this size of firms as in the 
1980s. The conclusion is clear: new venture formation did not 
collapse in the region during the restructuring. 

Even more impressive, lots of firms managed solid 
growth during this turbulent period. An impressive 4% of the 
firms that were in business in 1989 employed enough extra 
people by 1991 to outgrow the size category they were in in 
1989. This compares well with the 16% over 10 years experi- 
enced in the 1980s. This performance is consistent across all 
size categories, but the best improvement against the levels of 
the 1980s was in firms employing fewer than five people. 

The flip side of this coin - the firms that downsized with- 
out going out of business - was not a pretty picture in 
1989-91. Of the total number of firms in 1989, 4% were slid- 
ers in the following two years, compared to 3% for the whole 
decade to 1989, as Table 2.1 shows. 

The impact was worst in the largest firms, where 7% 
shed enough labour in two years to drop them into lower size 
categories, compared to 4% for the whole of the 1980s. But 
the effect of the restructuring was felt in smaller firms too. 
About a fifth of all firms with 5 to 99 employees dropped at 
least one size category in the two years to 1991. In the previ- 
ous decade, only about 13% of firms this size suffered the 
same fate. 

The impact of this churning on employment levels is dra- 
matic, as Table 2.2 shows. In 1989-91, while total employ- 
ment dropped 11,200, the "growers" (who jumped at least 
one size category up) contributed 31,700 new jobs, and start- 
ups created 56,200. In 1979-89, the growers contributed only 
a third of the jobs contributed by startups. 

The sliders (firms that shed enough labour to drop at 
least one size category down), lost more jobs than the grow- 
ers, however, and the firms that stayed in the same category 
over the two years managed to drop more than 8,000 people 
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from their payrolls. In the previous decade, the unchanged 
firms were significant contributors to job creation and the 
sliders lost less than half the jobs gained by the growers. 
Finally, the exits (firms that ceased to do business during 
the two-year period) lost almost as many jobs as the startups 
created. In the more healthy environment of the 1980s, jobs 


_ lost to exits accounted for about two-thirds of the jobs gained 


“Envents 8008} 5% 86200 OH. 


from startups (see State of Small Business and Entrepreneur- 


_ ship in Atlantic Canada - 1992). 


Table 2.2 * 
Where the action is - and isn't 


Firms in each status Net change in jobs 


Asa%of Asa%of 
ephieet 1989 firms antes total loss* 
Exits 27,988 (5,30 13% 


Unchanged =—si(“‘aisst(‘itéi SCC (i OHCCCs«CG, BO TN 
Growers 3,423 4% 31,700 271% 


1989 firms 86,556 100% (67,900) 580% 


Net change 2,075 2% (11,700) -100% 


| mathematical precision. 


The net change in firms is entrants less exits. The net change in employment is the overall 


__ change in jobs in the Atlantic region. 


See Notes to Table 2.1 for an explanation of Growers and Sliders. 


When these changes in employment are examined for 
each status, the contribution of growth-oriented firms comes 
into focus. The growers among firms with fewer than five 


) 4 Source; Growing and Declining Business Report Atlantic Canada, 1989-91. 
_ Prepared by Statistics Canada, 1993. 
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employees, contributed 79 new jobs for every 100 lost in the 
economy as a whole, as Table 2.3 shows. 


Table 2.3 ° 
Employment impact of firms in transition 


Share ee total change i in ‘employment, by firm size » and status. Atlantic Canada, 1989-91 


Employment change (%)* by size of firm (number of employees) 
| <6 | S19 | 2049 | 5099 |100499| 500+ | Total_| 


Exits (148) (103) 1) 85) 61) 65) (473) 
Unchanged : (14) : oo es @. : 2) 24 (71) 
Growers 79 71 ‘64 35 22) i kin 271 
Sliders 0 82  & 8 BOB 
1989 firms (83) (118) (59) (5) (195) ~—Ss«(74)~—S«(680) 
Entrants 4 2« tS a 
Net change Mt 123) wm ootll4lns Ot (140) (12) 5 (100) 


* Notes: Percentages are shown as negative for negative employment change and 
positive for employment growth. 
See Notes to Table 2.1 for defini tions of Growers and Sliders. 


New entrants in the same size category contributed an- 
other 194 new jobs, making the growth firms in the smallest 
category responsible for 273 new jobs for every 100 lost in 
the regional economy as a whole. Firms with 5 to 19 employ- 
ees that were growers or entrants contributed between them 
166 jobs for every 100 lost regionally. All other categories 
made a much smaller contribution. 

The two smallest size categories also lost the most jobs 
from exits - 148 and 103 respectively. Overall, however, the 
smallest firms made the only positive contribution to job crea- 
tion, with 111 new jobs for every 100 lost. Next best was the 
largest category of organizations employing more than 500 
people. These firms lost 12 jobs for every 100 lost, largely 
because the large firms that remained "unchanged" added 24 
people to their payrolls for every 100 lost in the region. This 


> Source: Growing and Declining Business Report. Prepared by Statistics Can- 
ada, 1993. 
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is, of course, a reflection of the governments, which did not 
downsize the way the private sector did. In mid-sized firms 
employing 100 to 499 people (which contain a significant 
number of Atlantic-based firms), the employment loss from 
firms that remained in the same category was much worse, at 


82 for every 100 lost regionally. 


To find the firms that made the biggest difference to em- 


_ ployment, one way or the other, a special analysis was made 
of the firms that changed employment levels the most. As 
_ Table 2.4 shows, only 0.2% of all Atlantic firms in 1989 grew 
_so much that they jumped two size categories by 1991, but 
_ they created 6,200 jobs. 


Table 2.4 ° 
The big impact of a few growers and sliders | 


Number of firms that grew or declined into a size category two or more shite or pelo 
the one they were in in 1989 - and the jobs that their growth/decline created/lost. Atlantic 


| Canada, 1989-91. 


Firm size (number Firms that jumped two or more size categories 
of employees) | Number of firms| % of all firms in 1989 | Jobs gained/lost 


Growers 
es BO astral cbt (07106 i est DUO 
msc = :*«<“‘“Cé“R ONC 
20-49 37 0.058% 1,900 
oo 2 koe lt 
Total 118 0.186% 6,700 

; Sliders 
20-49 65 0.103% (1,400) 
50-99 oe 0.076% : (2,500) 
100-499 71 0.112% (4,800) 
500+ ee 7 oom. 0,300) 
Total 191 0.302% —»-_—(9,000) 


Notes: See Notes to Table 2.1 for definitions of Growers and Sliders. 


| 6 Source: Growing and Declining Business Report, Atlantic Canada, 1989/91. 
_ Prepared by Statistics Canada, 1993 
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Almost half of the jobs created (3,200 of 6,700) by these 
high-growth firms came from a mere 34 firms with 5 to 19 
employees each in 1989. These firms had started with a total 
of 100 employees all told in 1989, so their growth was spec- 
tacular. | | 

The big losers were almost as spectacular. Only 0.3% of 
all the firms that existed in 1989 shed enough labour to drop 
down two or more size categories, but they lost 9,000 jobs in 
the process - close to the amount lost by all firms in the 
region as a whole. The biggest losers here were the 71 firms 
that started out with 100 to 499 employees each: they em- 
ployed 5,700 people in 1989, but lost 4,800 to end up with 
900 between them. It's not as bad as an outright failure, but it 
hurts. 


Strategies for Success 


In an effort to differentiate more successful growth-oriented 
small and medium-sized enterprises (SMEs) from less suc- 
cessful ones, Statistics Canada initiated a research project led 
by John Baldwin’. Their findings reinforce the fact that there 
are things that both entrepreneurs and outside agencies can 
do to bring about success, and that the traditional view of a 
serendipitous, "luck of the draw" process of growth for small 
and medium-sized businesses is not correct. In fact, Baldwin 
et al. point out that clear strategies are critical to success for 
growing small and medium sized enterprises (GSMEs). 

This information is of critical importance for entrepre- 
neurs in the region. Here is the beginning of a blueprint for 
success. This chapter will look at the findings of this national 
study and describe the differences in strategy and activity bet- 
ween higher and lower growth firms. While the Atlantic reg- 
ion is going through the structural adjustments which are 
affecting all of Canada - and is having to deal with additional 


” Strategies for Success: A Profile of Growing Small and Medium-sized Enter- 
prises (GSMEs) in Canada, prepared by Statistics Canada for the Firm Strategy 
and Adaptation Project, 1993. 
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pressures such as the closure of the fishery - one constant ap- 
plies: jobs are being created by growth-oriented businesses, 
and economic activity is being driven by new, and growing, 
small and medium sized businesses. 

Downsizing and pressures on labour costs are squeezing 


jobs out of larger organizations, both in the private and public 
sector, and more and more interest is being focused on entre- 
_ preneurial activity. The Atlantic region has a long history of 
entrepreneurial endeavour. Government agencies are seeking 
_to find the levers which will facilitate and stimulate enterprise 
creation, enterprise success and enterprise growth. Based on 
rigorous and careful research, the rest of this chapter will 
highlight what we know to be the factors which lead to suc- 
_ cess for small and medium-sized companies. 


What Allows Small Businesses to Grow? 


As Baldwin comments, "Small firms .. form the dynamic back 
bone of the modern economy. Nevertheless small firms are 


_ regarded as being vulnerable and subject to the vicissitudes of 


the business environment. Large firms are considered to have 
the ability to ride out difficult economic times and even to be 
able to influence the environment that affects them. Small 


_ firms are regarded as producers possessing certain innate ad- 


_ vantages that are offset by critical failings. 


n8 


There are many accepted beliefs about small businesses 


_ but these are often not based in fact, and can be misleading 
and inaccurate. The facts of life in SMEs in the 1990's differ 


quite sharply from what have been held as truisms. As more 
attention is being focused on the small business sector, and 
programs to stimulate entrepreneurship and the growth and 
development of small business are being initiated at all levels 
of government, it is increasingly important to understand the 
factors which are associated with success. Programs to assist 
SMEs have focused on a variety of areas such as the acquisi- 


© Source: Strategies for Success 
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tion of capital, management skills, labour skills, research and 
development, information networks, and so on. Given scarce 
resources, an important question is which programs are most 
useful and effective in helping SMEs succeed and grow? 
These are the areas in which government is likely to receive 
the greatest return for its investment of time, energy and res- 
ources in the future. 

To answer this question, the StatsCan research has exam- 
ined three aspects of SMEs - their strategies, their activities, 
and their characteristics. Strategic decisions are those which 
affect the entire focus and aim of the business - creating inno- 
vative products or services, strong customer focus, moving 
into new markets, emphasising R&D, building labour skills, 
etc. Activities refer to the actions taken to implement strate- 
gies - acquiring new technology to create products and serv- 
ices, training, financing, marketing activities, etc. And an 
enterprise's characteristics include such factors as its struc- 
ture, the demographics of its markets, and the sector in which 
it competes. 

The rationale for looking at these three aspects of SMEs — 
is that while enterprises may state that they are following cer-_ 
tain Strategies, it is important to examine their activities to 
determine the degree to which they are, or are not, in fact 
carrying out, and achieving, their stated intentions. To some > 
degree, there is a halo effect at all levels of business endeav- 
our, which encourages managers to assert their intentions to 
implement various strategies. But the reality of day-to-day 
pressures has a tendency to blur this strategic focus in favour 
of a focus on operational issues. Therefore, research which 
examines both stated intentions and follow-up activities rep-_ 
resents a reality check which allows policy makers to focus — 
on providing assistance where it is most useful. 
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| Distribution by industry and region of the s study sample and of the r responses ened 


| [industry __—_—_—| Atlantic | Guebec | Ontario | Prairies |B.C. North| Total _ 


2 

| 5 
Fishngtappng = Ak 

‘ishing | 

{ 


| Manufacturing - 42-161 259 am 


The General Profile of GSMEs 


The StatsCan research is based on responses from 1,480 
firms spread across the country, including 200 from Atlantic 
Canada. Table 2.5 shows a breakdown of the number of com- 
panies responding in 17 industry sectors by province. To be 
eligible for inclusion in the study, small and medium-sized 
firms were defined as ones with fewer than 500 employees 
and less than $100 million of assets in 1984, with demon- 


_Strated growth in sales, employment, and assets between 
| 1984 and 1989. 


Table 2.5 ° 
Survey Sample 


Questionnaires sent 


Bienes Services 19 28 91 of 34 209 
Communications = 4d GG lt 
Construction | 4S 41 93 204 Bh Wei 
Education — = 9 BSS Qee | a 

Finance 


Health 
ForestryLogging ts . 2 
77 595 
Mining Bg Se arcs 
Other services 22 31 96 
Realestate = =«§ 1B nag 
Retail Trade 39 63 100 
Transportation AS WH 


_ Wholesale Trade a3 We 70 ewe 09th 6 08 Thom PN 


Total oe O60 450s—iwHT aR (“A 88ST 


* Source: Strategies for Success: A Profile of Growing Small and Medium-sized 


_ Enterprises (GSMEs) in Canada, prepared by Statistics Canada, 1993 
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Industry __| Atlantic |Quebec| Ontario | Prairies |B.C. North] Total | 


Valid responses received 
Accommodation/Food 0 6 13 1 5 oo 


Business Services 13 A7 Lea ia eh 4 eee 22 143 
Communications 8 ee 
Construction 31 27 65 19 23 
Education Bes sdegdatanuaatanenamanns { 
Finance | te 8 
Fishingtrapping = 3 
Health 2 2 
Forestyloggng = OF fo 3 
Manufacturing — S3 eet gant 1100487005 Fas cOla Baz 
Moog 
Other services 17 23 39 14 19 
RealEstate 8 os oo Nae 

18 

7 


Retail Trade 30 44 71 25 | | 
Transporation Mae 
Wholesale Trade ee 45 oa 74 22 | 18 186 


One-quarter of all firms surveyed nationally were from the — 
manufacturing sector and only 10% of the sample was drawn — 


from the construction sector. Chartered banks, all public insti- 


tutions (educational and hospitals) were excluded. Average | 


1989 sales of a responding firm were $6.6 million, average 
assets were $4.7 million, and average employment per firm 
was 44 people. 

Results indicate that 86% of GSMEs are independent en- 


| 


terprises while 14% have an affiliation with a parent firm (of — 
which 71% are Canadian and 29% foreign). Independent | 
firms and those with Canadian parents make up 96% of the - 


StatsCan sample. Owner-operators run 84% of the GSMEs, 
with only 16% of the enterprises having outside owners. 


Growth in small and medium-sized firms comes essen-— 
tially through internal growth activity, as opposed to mergers, © 
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joint ventures or other types of strategic alliances. In the per- 
iod 1989 to 1991, only 7.4% of the sample group were in- 
volved in mergers and 7.6% in strategic alliances of one kind 
or another. 

Respondents were asked to indicate what factors made a 
difference in their growth. The results are shown in Table 2.6. 


| 
| Table 2.6 " 
importance of key factors in the firms’ growth 


lene yieoaeie of the contribution made tc to the growth of their firms by 
| specified factors (on a scale of 1 to 5, with 1 being not important, 2 slightly important, 3 
| important, 4 very important and 5 crucial) 


| Proportion responding 
Factors Mean Value with a ranking of 4 or 5 


Management skills | 30 55% 


Veiliediabow ate 
| Marketing capability | 2.9 43% 


Deccesstomakets = BR ak 
| Access to nen 2.7 33% 
| Cost of capital “cc 
Ability to adopt technology 2.5 33% 
R&D innovation capability kts: 
_ Government assistance ars ponies fi 14% 


__. The management skills that GSMEs have developed and 
the skill levels of their workforces are seen as being as impor- 
tant to growth as are access to markets, capital and technol- 
ogy. This holds true across industries, despite the fact that 
industries tend to differ in terms of factors such as capital and 
labour intensity, the importance of technology, and so on. 
Breaking the sample into five industry sectors - manufactur- 
‘ing, construction, wholesale trade, retail trade, and business 
services - showed managerial skills occupying the top ranking 
and government assistance generally being rated last. The 


Source: Strategies for Success 
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consistency of rankings across industry sectors indicates that 
there is a common thrust for all SMEs which are growing. 
The routes to growth appear to be consistent (see Table 2.7). — 


Table 2.7 " 
Importance of growth factors by industry se sector 


eae rankings by respondents, by industry sector, of the contribution made to the 
growth of their firms by specified factors (on a scale of 1 to 5, with 1 being not important, 
2 slightly important, 3 important, 4 very important and 5 crucial) 


ae Ao Construc- | Wholesale| Retail | Business | | 
Factors tion. Trade Trade | Services | | 


| 

; 

| 

_ Management skills A (45) 3.37 3.51 3.49 | 
| 


Marketing capability § 295 209 2, Ee | 2.92 306 | 
Access to Markets 2.95 2.47 3.06 2.43 2.71 | 
Skilediabour =O B00 kkk 
Cost ofcapital 2.83 O77. 626. 30 57a eo 
Accesstocapial «= i — BE SR ES a 
Technology adoption 2.76 2.53 234 2.45: 29 | 
RaDcapabiity = 08 8 RRC ta 
Government assistance v3 0.94 1:15 Ie 1.24 | 


What Makes GSMEs Competitive? 


While there is a common thrust for GSMEs - making sure | 
that they have appropriate management skills, skilled labour, 
access to markets and capital, etc. - on what aspects of busi- 
ness do growing businesses focus in order to differentiate 
themselves from their main competitors? GSMEs were asked 
to rate themselves vis-a-vis their competitors on ten criteria. | 
Using these criteria, Table 2.8 sheds light on where firms see | 
their strengths in relationship to their competition. Emphasis 
on achieving superiority in these areas is a factor in allowing | 
these firms to grow and succeed over their competitors. | 


" Source: Strategies for Success 
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Table 2.8 '* 


sompetitors (on a 6-point scale, with 0 being not applicable, 1 much worse than the com- 
»etition, 2 somewhat worse, 3 about the same, 4 somewhat better and 5 much better) 


) Proportion 
\Factors Mean Value ranking 4 or 5 


‘Customer service 4 74% 
| 4 | 7 


Flexibility in response tocustomerneeds si“ ‘(asst (iti(‘i‘ ”~C~C*~*C«CT RM 
Quality of products 3.9 66% 


Em ee 35 ee . 51% 
3.2 45% 

BA 28% 

2.6 32% 

26 81% 

2.6 26% 


oe 15 42% 


Clearly the most important perceived elements for grow- 
ing enterprises vis-a-vis competitors are customer service, 
flexibility in responding to customer needs, and the quality of 
product or service. Growing enterprises have caught the 
quality/service bug. It's an infection that works in reverse; not 
catching it appears to be terminal. Price is not an area where 
a firm can hope to establish much difference from their com- 
petitors; hence, the emphasis on non-price competitive fac- 
tors. ; 

_ Next in priority is employee skills, followed by range of 
products/services and cost of products/services. In terms of 
competitive importance and leverage, the frequency of new 
product introduction, production costs and the labour climate 
are not seen as important differentiating factors, given that 
they only receive a mean score of 2.6, less than the mean res- 


} 


” Source: Strategies for Success 
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ponse of 3.0 which indicates “about the same as comp-' 
etitors” in the rating scale. | 

Interestingly, only 12% of the sample see R&D spending! 
as a key competitive element, and it receives a mean ranking 
of only 1.5. While R&D is important for growing enterprises, 
it takes a number of non-traditional forms for small and 
medium-sized firms, often focusing on acquiring existing 
technology or building on and adapting technology and proc- | 
esses. Not seeing R&D as a critical element in competing 
with other enterprises does not mean that it is not an element 
in the mix of a successful strategy fora GSME. Almost 55% 
of GSMEs indicate that they have introduced innovations, | 
whether they be from parent firms, from various functional 
areas in the company, from observation of the industry, or 
from customers or suppliers. The rank order of sources of in-. 
novations for GSMEs is: first - customers; second - manage- | 
ment; third - suppliers; and fourth - information gained in the | 
marketplace from competitors. Production, government, 
R&D, and parent firms are seen as much less important as 
sources of innovation. | 

These priorities convey a strong picture of GSMEs. first 
targeting and defining markets, and then harvesting them by. 
concentrating on customer service, product quality, flexibility | 
and responsiveness to customer needs through a range of, 
products and services, skilled employees and competitive. 
pricing. 


| 


Where do GSMEs Allocate their Resources? 
The value which GSMEs place on growth factors is only a’ 
general, and rather rough, indication of the activities to which’ 
they actually give priority. One measure of the importance: 
accorded an area in terms of its perceived competitive value! 
is the percentage of investment spending allocated to it. The: 
StatsCan research study benchmarked the self-assessment of | 
the importance of growth factors against hard data on activi-' 
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ties and expenditures in five areas - marketing, human res- 
ources, financing, innovativeness and exporting. 


( 


Marketing was ranked second, after management, in 
terms of perceived importance to GSMEs. Data on in- 
vestment expenditures by GSMEs in marketing, training, 
R&D, machinery, and buildings over the years 1989, 1990 
and 1991 supports this assessment, as investment in mar- 
keting by GSMEs (23% of total investment expenditures) 
ranks second only to investment in machinery (about 40% 
of total), and is greater than investment in R&D (about 
17%), training (about 8%), or buildings (about 5%). 
Human resources (under the heading of Skilled Labour) 
was perceived as being of equal importance to marketing. 
One element of human resource policy which can be 
measured is expenditure on training. Gross dollar expen- 
ditures are not particularly revealing because they vary 
with the size of the enterprise; nor are percentages of 
training expenditures to sales or payroll because they tend 
to be small and therefore present the impression that 
training is seen as relatively inconsequential. A more 
meaningful measure of the importance given to training is 
its percentage of the total firm’s investment, relative to in- 
vestment in machinery, buildings, R&D, marketing, etc. 
The average share of total investment expenditure dev- 
oted by GSMEs to training was 7.4% in 1989, 8.0% in 
1990, and 9.0% in 1991. 

While training is often thought to be under-emphasised 1 in 


‘small enterprises, 52% of GSMEs indicate that they give their 
‘employees some training, either formal (36%) or informal 
(34%); the latter is largely on-the-job training. Size is a factor 
which influences the amount of training. While 46% of firms 
‘of less than 50 employees report giving employees training, 
78% of enterprises with between 200 and 500 employees en- 
gage in training. Informal training is more prevalent than for- 
‘mal training, probably because it is highly job specific and is 
‘seen as having a more tangible return on investment. 
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Congruent with the emphasis on harvesting business from | 
well defined target markets is the fact that GSMEs have a 
smaller percentage of managers and executives than Canadian » 
firms in general, and have a higher proportion of sales and. 
marketing staff. GSMEs have a flatter structure which en- 
ables them to be more flexible, to respond to customer needs | 
more rapidly and effectively and to exploit market opportun- 
ities. 
@ Financing. Looking at the capital structure of GSMEs, 

| 


the StatsCan study was able to draw two main con- 
clusions: | 
(1) The emphasis is on long-term rather than short-term 
capital, with approximately 55% of liabilities consisting of | 
shareholder capital stock, retained earnings (profits) and | 
long-term debt (see Chart 2.1). | 


GhaniZine 
The Distribution of Liabilities | 


Capital structure of respondent GSMEs | 


Long-term debt (18%) 
Alcs p'ble* (24%) 


SSRIS. 
* G . | 
Note: A/cs p’ble is accounts payable 


'’ Source: Strategies for Success 
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(2) GSMEs make substantial use of internally generated 
funds, with equity representing two-thirds of long-term liabili- 
'ties; only one-third is comprised of debt. Retained earnings 
-account for 80% of equity. Quite clearly, the general picture 
of the small firm is not the same for GSMEs. While the for- 
/mer are seen to rely on short-term borrowing and are often 
_undercapitalized, GSMEs demonstrate that a sounder finan- 
cial structure is associated with growth. In terms of financing, 
the three main sources are retained profits (29.9%), financial 
‘institutions (27.7%) and suppliers (23.7%) (see Chart 2.2). 
Only 1.2% is provided through public equity or venture capi- 
_ tal markets. 


| Chart 2.2"* 
| Sources of Financing 
| SEERA Soest ease eases ehseameaanaesereaactntsnansneteahsnenaahnnencahnogtniecntaneehecanneptenenon 


Source of funds for respondent GSMEs 


Governments (1%) 7 -Deferred taxes (2%) 

| Venture capital (1% “Equity markets (1%) 

. j i) 

| Profits (30%) BH euets 67s) 


Other (4%) 


Individuals (5%) Affiliates (5%) 


Banks, trusts etc (28%) 


Be OO SOT 


.@ Innovation, like training, is difficult to measure in SMEs 
| when one uses the standard ratios and percentages which 
are normally applied to large organizations. However, one 


\ 
} 


_* Source: Strategies for Success 
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can look at the issue from a variety of angles and begin to 


draw some useful conclusions. To begin with, the 
StatsCan study examined the incidence of R&D in. 
GSMEs and found that 9.3% of the firms in the sample | 
reported employment in an R&D unit. Corroborating this — 
figure is the fact that about 12% of the GSMEs reported | 


investment in either product or process innovations. And 

finally, 30% of the sampled firms indicated that an R&D 

capability was of some importance in explaining their 

growth. 

The proportion of investment in both product and process 
innovation of GSMEs to total investment in 1989 increased 
from 11.9% and 3.2% to 14.6% and 4.1% in 1991. These are 
substantial gains, once again indicating the importance of in- 


novation to GSMEs. (It is interesting to note that in terms of | 


expenditures, GSMEs place four times the emphasis on prod- 
uct innovation that they do on process innovation.) 

Perhaps the most widely used measure of R&D intensity 
is the ratio of R&D to sales. The average level of R&D ex- 


penditure to sales for GSMEs performing R&D was 3.1% in | 
1991. However, using R&D expenditures as a proxy for inno- 


vativeness in GSMEs tends to give an inaccurate picture be- 
cause innovation comes from many other sources in the 
company besides R&D. When GSMEs were asked to evalu- 
ate their sources of innovation, they listed internal sources 
Such as management, marketing, production and the R&D 
unit, and external sources such as customers, suppliers and 
competitors. That innovation is more pervasive among 
GSMEs than the R&D figures alone indicate is confirmed by 


the fact that 55% of the firms sampled noted they had intro- 
duced innovations from one or more of these internal or ex-_ 
ternal sources. The rank order of sources for innovations is: | 
customers, management, suppliers, marketing, competitors, — 
production, government, and the R&D unit. This suggests | 


that GSMEs are demand-driven and top-down firms. 
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|@ Exporting. GSMEs also tend to be outward oriented - i.e. 
. they sell to markets outside their own region. Principally 
this means that they sell to other regions and other prov- 
inces (Chart 2.3). 


Chart 2.3"° 
Where GSMEs Sell their Products 


Geographic distribution of sales outside their home province for GSMEs in the manufac- 


Atlantic 


Quebec 


Ontario 
Prairies E 


British Columbia 


0% 5% 10% 15% 20% 25% 30% 235% 40% 
Percent of total sales 


2M Inter-provincial 22] United States Other 


However, GSMEs sell a higher percentage of their pro- 
duction within their own province and export less to other 
countries than do manufacturing firms in general in Canada. 
This is even more true for the Atlantic Canadian firms in the 
sample where only 14% of total sales are sold outside the 
_home market and their GSMEs engage in less interprovincial 
_trade (Chart 2.3). The model for success (in some way mir- 


* Source: Strategies for Success 
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roring the Japanese example of growth) appears to be to est- 


ablish a strong base in the home market and then market | 
interprovincially. It may be hypothesised that the risk of for- 
eign exchange rates and the additional administrative require- _ 


ments for exporting to other countries act as a deterrent to 
GSMEs. However, overall results also reveal that GSMEs are 
active participants in international trade. 


Table 2.9 '° 
Inter-regional Trade in the Manufacturing Sector 


Percentage distribution of sales outside the home region, by Canadian regions and the 
world, for each region of origin. Shown separately for GSMEs and for all manufacturing 
firms. 


paises < laeeer tent oreeiae a 


Atlantic GSMEs 70.70% 4.02% 2.92% 0.45% 0.72% 


— Allfirms 42.60% += 4.09% = 3.16% = 0.61% += 0.30% 


Quebec GSMEs 4.84% 588% 954% 071 
Albis Bye Oe 


eT 
Prairies GSMEs 0.38% 2.08% 5.61% 62.3% 9.08% 


Allfirms 1.80% 4.90% += 6.72% = 849% = 7.79% 


BC. GSMEs 0.14% 1.57% 4.36% © 7.88% += 52.4% 
|  Allfirms 0.60% ~=—s-2.66% «= 3.24% = 6.63% ~ =—--37.2% 
World GSMEs 136% 124% 22.0% 13.5% 30.4% 


“Allfirms 37.20% 27.3% «= 355% 14.1% 48.5% 


Strategies of Growing Small and Mid-sized Enterprises 


1.98% 
Ontario GSMEs — 10.30% 23.13% 55.6% 25. 24% 5.39% 


GSME strategies focus on six major areas: management, mar- — 


keting, human resources, technology, production efficiency 


and government assistance. The study of GSMEs conducted — 
by Baldwin et. al. investigated how the firms put each of © 


© Source: Strategies for Success 
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these strategic thrusts into practice. In essence they asked 
GSMEs to describe what techniques and approaches they 
used to apply their strategies, requiring the firms to rank alt- 
ermnatives on a six-point scale, from 0 to 5, with 0 indicating 
non-applicability. 


_ Management practices. In examining how management prac- 
_ tices and techniques are used, firms were presented with the 


following list: 
¥ Improving management incentives through compensation 
schemes 


_v_ Innovative organizational structures 
Vv Just-in-time inventory control 

Vv Process control 

Vv Total quality management 


Total quality management (TQM) is the most valued 
management strategy, with a mean score of 3.4. It is followed 
by the use of innovative organizational structures with a mean 
score of 2.6, the use of incentive schemes (2.4), just-in-time 
inventory systems (JIT)(2.4), and process control (2.3). 

GSMEs see themselves as stressing TQM while regarding 
the way they structure their organizations and use various 


_ management techniques such as incentive schemes, JIT and 
' process control, as further important elements in their growth 
and success. 


Marketing practices. Marketing strategies are next in impor- 


_ tance to GSMEs after management. In striving to beat their 
_ competitors, GSMEs focus on customer service, quality and 


flexibility. But as they market their products and services, 


_ how important is an emphasis on new products, new services 


and new markets ? The firms were asked to indicate the im- 


_ portance they attached to the following alternative marketing 


approaches: 
V_ Selling existing products in present markets 
¥_ Introducing new products to present markets 


vs Introducing existing products in new markets 


¥ Introducing new products in new markets 
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Each alternative on the list can be thought of as being a 
more "aggressive" marketing strategy than the prior one. And 
each successive strategy entails greater risk. 


GSMEs, as noted earlier, focus first on establishing and | 


maintaining a strong base in their traditional markets, and 
then move into new areas. The mean score for selling existing 
products in present markets is 3.6, indicating that it is the 
principal marketing strategy for GSMEs. However, going 


into new markets with existing products, or bringing new | 
products to its existing markets have a mean score of 3.1, not | 


far behind. The highest risk strategy is to take a new product 
and try to match it with a new and untried market. Under- 
standing the market is important in any product introduction. 
GSMEs show a strong customer focus: much of their market- 
ing effort, in terms of new product introduction, is initiated 
from information gleaned from customers about their needs. 
An overly aggressive marketing strategy which involves tak- 
ing new products to unfamiliar markets results in too much 
risk for a small or medium-sized enterprise; the penalties of 
failure are disproportionately high. 

Human resources strategy. GSMEs rank human resources 
Strategy third in importance, after management and market- 
ing. This strategy can be operationalized in a variety of ways. 
GSMEs were asked to rate the importance they placed on 

¥ Continuous staff training 

Vv Innovative compensation packages 

¥_ General motivation techniques 


The use of compensation packages received the lowest 


rating. HR strategies in GSMEs focus first on motivation and 
training, approaches which enhance the abilities and potential 
of people. These findings support the earlier evidence that 
having skilled staff is an important element in the success of 


small and medium-sized enterprises. GSMEs need skilled | 


| 


people and they recognize the importance of working to inc- 


rease these skills. 
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Entrepreneurs are motivated to start and build their busi- 
nesses by a wide range of factors, of which money is rel- 
atively low on the list. Much of the success of small business 


_is due to the drive and enthusiasm of the owners/managers, 


SO it is not surprising that they see motivating the people in 
their enterprises as being of principal importance - imbuing 
staff with the energy and excitement which drives them. 
Training is a logical corollary. And perhaps because of their 
own view of the business - it provides them with challenge, 


excitement, and achievement, with financial rewards almost 


incidentally following as a result - innovation compensation 
packages are seen as less important. 

Technology strategy. As a competitive tool, technology is 
increasingly important to all organizations. GSMEs recognize 


technology as an element in the battle to be competitive, 
_ however there are a number of ways in which technology can 


be acquired and integrated into the operations of a firm. 


_ GSMEs were asked to indicate how important the following 
_ approaches were to them in terms of greater competitiveness: 


Improving their own existing technology 

Utilizing technology acquired from others 

Refining and developing the technology acquired from 
others 

Developing new technology 

Much like alternative marketing strategies, each of these 
implies a different level of risk. Clearly, developing new tech- 
nology is the riskiest strategic alternative, while adopting 


_ technology already being used by others is the least risky and 
_ least aggressive strategy. 


The preferred strategy of GSMEs is to develop and im- 


_ prove their current existing technology. However, developing 


new technology is seen as more critical than either simply ac- 
quiring it from others or attempting to improve on others’ 


_ technology. Much like the strategic approach taken to mar- 
_ keting, GSMEs first build on their strengths and then move 
_ into more aggressive areas. 
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Production strategies. Those firms in the sample which | 
manufactured goods were asked to indicate how they app- — 
roached the input side of the productivity equation. Produc- | 
tivity increases as outputs increase for a given amount of | 


input. Four approaches to handling inputs were examined: 
Reducing labour costs 

Vv Reducing energy costs 

vA focus on more efficient utilization of existing materials 

JV Ashift to using new materials 


Labour costs receive significantly greater attention than 


the other strategies for increasing productivity. The next most 


significant emphasis was seen to be on achieving greater eff- | 
iciency through using existing materials better and reducing | 
energy costs. The use of new materials, while seen as crucial | 


to a small number of GSMEs, is generally not seen as the 
most important production strategy. 


Using Government Services as a Strategy for Success 


As discussed above, government programs rank well down 
the list of factors which GSMEs feel contribute to success. 
They were asked to indicate the importance they attached to 
the following government programs and services which they 
had actually used - i.e. to indicate their experience of the use- 
fulness of these programs and services: 

R&D tax incentives 

Government procurement 

‘Training programs 

Industrial support 

Export incentives 

Information services 

The actual utilization of government programs and serv- 
ices by GSMEs is relatively low, with 56% of the firms sur- 
veyed not indicating any use of any of the programs listed. 
The remaining 44% indicated that they had utilized at least 
one program or service, but most of these also indicated that 


<..<..<6.86.5.6 
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at least one of these programs or services was "not applic- 
able" to them, and therefore presumably not used. Only 11% 
gave a positive ranking (not a zero) to all six of the altern- 
_atives listed. 


When the importance of government programs to GSMEs 


is compared by regions in Canada, some differences appear 
(Table 2.10). In Atlantic Canada, training, market informa- 


tion, government procurement, and industrial support are all 


-seen as being more important than in Canada overall. But 
R&D tax incentives and export incentives are seen as less 
useful in the Atlantic region than in the country as a whole. 
Market information is seen as most important in Atlantic 
Canada and least important in Quebec, and government pro- 
_curement assistance is rated most useful by Atlantic Canada 
_GSMEs. 


Table 2.10 "’ 


(on a 6-point scale, with 0 being not applicable, 1 being not important, 2 slightly impor- 
"tant, 3 important, 4 very important and 5 crucial) 


[Program | Attantic | Quebec | Ontario | Prairies | B.C. | Canada 
1.86 7 1.8 


_ Training 1.85 1.62 1.94 de 

[Marketinformation ««-s«s'ss1B2 181 154 148 18h 158 
~ Government procurement aries 1.47 1.51 1.56 1.6 LOL 
“Industrial support = 1.68: 158 142 166 148 182 
R&D tax incentives . .0.91 {AG lit 1A 1.3 epee tere 
Exportincentives = 100 12B NF 11 AB 
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™ Source: Strategies for Success: A Profile of Growing Small and Medium-Sized 
_ Enterprises (GSMEs) in Canada, prepared by Statistics Canada, 1993 
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Conclusions About Strategy for Developing GSMEs 


An important question for government is what policies con- | 
tribute to the success of growing small businesses. Do train- | 
ing programs aid the process? Are innovative strategies the | 
key? What is the importance of capital structure? The ans- | 
wers appear to be that all of these things are seen as impor- | 
tant by GSMEs. When the issue of resource allocation is 
| 
| 
| 


raised, the real question becomes what is the relative impor- 
tance of all of these factors - which has the greatest effect? 

To determine the answer to this question, Baldwin et al. 
examined which activities and programs GSMEs actually 
Stressed (as opposed to what they said they felt were most 
important). They looked at the differences between the pol- 
icies and practices of more successful and less successful 
growing firms. The result is a picture of those firms which | 
contribute to growth in the economy and those which do so | 
to a lesser extent - those which might be termed as winners 
and those which are mediocre performers. Both categories of | 
firms place demands on public funds and it is important for | 
government to be able to determine where its investment has | 
the greatest potential return. | 

While so far in this chapter we have discussed the charac- | 
teristics of successful growth firms, it is also very important | 
to be able to determine what makes some more successful | 
than others. Baldwin compared the scores of the growth fac- 


tors associated with developmental strategies, competitive- | 
ness assessment strategies, government programs, and 
innovative approaches for the highest growth GSMEs and 
compared these to the factors associated with lower growth 
GSMEs, to determine the factors which differentiated the two | 
groups. The three factors which differentiated most were: | 
R&D capability, access to markets, and technological ability. — 

These three factors are all related to innovative capability; 
they all focus on developing something new, different and 
unique. They are means by which higher growth SMEs | 
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attempt to differentiate themselves from their competitors, ei- 
| ther in terms of product or service or markets, price, avail- 
ability, etc. R&D is concerned with developing new products 
_and services; this tends to be related to technological ability 
which allows the firm to produce the products and services 
| more efficiently; and a creative approach to accessing markets 
In turn facilitates their sale. In short, then, the most successful 
'GSMEs are the most innovative ones, in a broad sense. Com- 
| petition in all sectors of the economy is intense. An innova- 
tive approach is required to not only keep pace with the 
' changing market place but to take advantage of it. The more 
successful GSMEs, through their focus on innovation, tend to 
_be more in touch with the changing pattern of business. 


One other factor which clearly discriminates between the 


higher and lower growth firms is their use of government as- 
sistance and programs. Clearly government programs provide 
most leverage for those firms which are innovative in their 
/ outlook and tend to use these programs to enhance their abil- 
: ity to do things differently - to access new markets, to gain 
help in R&D, and to develop technological ability. Successful 
| firms use export incentives, R&D tax incentives, market in- 
formation services and industrial support. Training seems to 
be something which needs to be tailored to the needs of the 
firm; reliance on government programs either takes the firm’s 
eye off the ball or somehow fails to meet specific needs at a 
| Specific time. 


Of real interest is the fact that the two factors which 


_GSMEs rated as being most important to their success - man- 
_ agement and marketing - do not provide any significant deg- 


ree of differentiation between more and less successful 


businesses. This introduces an important concept for small 


' businesses: recognition of what can be thought of as found- 


| 


_ ation factors and what can be thought of as leverage factors. 


Foundation factors are those areas where focus and 


attainment of a significant level of skill is essential to sus- 
tained success. Leverage factors are those areas where focus 
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and development is able to move a business out in front of the 
pack. 

Looking in more detail at how developmental strategies 
relate to growth in both the areas of marketing and technol- 
ogy Strategies, it can be seen that more aggressive strategies 
make a positive difference. For instance, a strategy of focus- 
ing on new products in new markets has the highest relation- 
ship with growth while focusing on selling existing products 
in existing markets has the weakest discriminating power. 
Strategies of developing new technology, improving existing 
technology and refining the technology of others are clearly 
related with success, while using others’ technology does not 
bear any significant relationship to being among the higher 
growth businesses. Once again, the themes of an emphasis on | 
innovation, and a proactive approach to the challenges of. 
business come through. | 

The same picture appears with regard to production : 
Strategies, where the most successful firms place more em- | 
phasis on the use of new materials, using existing materials | 
better etc. An innovative frame of mind is once again the key. | 

The concept of foundation and leverage attributes can | 
also be seen in areas such as human resource strategy where | 
motivation and training are foundation strategies - if you 
don’t focus on them you won’t succeed - and innovative | 
compensation packages are leverage strategies - they can | 
build on success. The same is true with regard to manage- | 
ment practices. Total Quality Management is an essential for | 
success - not doing it can be fatal. Just-in-time inventory sys- | 
tems and process control, however, are leverage factors. 

Innovation is leveraged by firms which take an inward 
focus - emphasising results developed in their own R&D or 
production units - rather than an outward focus - copying | 
from competitors or relying on suppliers. So while they say. 
that they rely on outward sources for innovation, more suc 
cessful GSMEs tend to generate innovative ideas within their 
organizations. | 
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_ Capital structure and capital costs have traditionally been 
‘seen as stumbling blocks for small businesses. The profile of 
the more successful GSMEs shows that they approach the 
problem of capital cost differently. They tend to rely less on 
retained earnings and accounts payable and utilize short- and 
long-term debt in their balance sheets. Once again, while ret- 
ained earnings are useful and form a foundation for the capital 
‘structure of a firm, they are not sufficient to enable market 
share growth or profitability growth and leverage is only ob- 
tained through moving to alternate sources of finance. 

In conclusion, more successful GSMEs have a clear and 
coherent management strategy, tend to take an innovative and 
‘sometimes more aggressive approach to R&D, marketing, 
production, the adoption of technology, and managing their 
‘human resources. They have caught the total quality manage- 
‘ment virus and use innovative techniques such as JIT and 
process controls. They train their people, focusing on the 
‘specific needs of their staff and avoiding blanket training and 
‘development which doesn’t have a clear connection with the 
work at hand. They use long-term capital to finance their 
growth strategies. And they are adept at using certain 
government programs. One of the factors which seems to dis- 
tinguish growth firms is their ability to seek out specific gov- 
‘ernment programs and assistance and to utilize them to the 
best advantage. They are proactive. 
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Chapter 3 
BUSINESS COUNSELLING 


| he previous chapter examined some of the major deter- 
| minants for growth and success of small and medium- 
‘sized enterprises (SMEs) in terms of their strategies, actions 
and characteristics. This chapter takes a step back and begins 
to look at the issue of how entrepreneurs and small busi- 
‘nesses acquire and enhance the skills, knowledge and expert- 
ise they require to begin their journey, to prosper as they 
continue through the maze of risks and opportunities, and to 
make the transition to medium-sized entities. 

The critical role of new and small business in the growth 
of the economy has led government and other agencies to 
provide services to aid in their development, especially during 
the pre-start-up and survival stages. These services are being 
‘provided through a variety of government departments, 
‘crown corporations, industrial and economic development 
commissions, university and community-based small business 
development centres, and other publicly-funded agencies. The 
kinds of services being provided include the promotion of 
entrepreneurship as an employment option, self-employment 
training, counselling of people in the early stages of venture 
development, the provision of advice and information, referral 
to other sources of assistance, assistance with development of 
business plans, financial assistance, and problem-solving for 
existing small firms. Advice on small business startups, oper- 
ating problems, and strategies cover a wide number of topics, 
from preparing budgets and financing proposals, to market 
Tesearch, to tax planning, to hiring and firing, to production 
techniques and technology, and so on. 

It is estimated that there may be upwards of three thous- 
and people employed in these government departments and 
publicly funded agencies in the region, all somehow involved 
in the provision of services of this nature. As recognition of 


' BUSINESS COUNSELLING 43 


the importance of local access to small business counselling — 


services increases so does the number of agencies and serv- 
ices and the number of people who are employed to provide 
these services. Not all of these people engage in business 
counselling on a full time basis, but they do devote some sig- 
nificant proportion of their time to the process. 


Yet little is known about the general make-up and charac- 


teristics of these service-providers. What is the demographic 


profile of a small business counsellor in the region? What — 
kinds of educational backgrounds, relevant experience, and | 


specific expertise do they have? Who are their clients and 
what services are they providing? How much of their time is 


spent on the counselling aspects of the job? What do they | 


consider to be their main counselling strengths and where do 
they see the greatest need for professional development in or- 
der to enhance their knowledge, skills, and abilities in meeting 
the needs of their clients? As greater business and manage- 
ment sophistication is demanded of small business owners 


(because of technological advancements, global competition, 


etc.), counsellors must also be better prepared to provide the 
appropriate level and sophistication of counselling advice. 
Mindful of the need to ensure that quality counselling 


services are being delivered to clients, and recognizing the | 


importance of public accountability for this type of expend- 
iture by government, in 1992, ACOA commissioned a study 
of this supply side of small business counselling’®. Given the 
different mandates of the agencies, firms, departments and 
Organizations which employ business counsellors, it is impor- 
tant to acquire a better understanding of their characteristics 
and professional development needs. 


* The tables in this chapter draw extensively from the Survey of Persons with a 


Professional Interest or Vocation Associated with Small/Medium Size Business 


Counselling, conducted by Business Resources, Inc., Corner Brook, Newfound- | 


land for the Atlantic Canada Opportunities Agency. 
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The Study 


_ An extensive survey questionnaire was mailed to a population 
of eight hundred and four people employed in agencies or 


organizations which provide business support services to 
small businesses (the response rate was 31%). For the most 


part, professionals working in private sector management 
consulting firms or specialized government departments (e.g. 
_ National Research Council, Agriculture Canada) were ex- 


cluded from the study. Private sector firms are generally not 
being paid to perform counselling services with government 


_ funds and both these firms and specialized agencies were ass- 


umed to be working with more mature small and medium- 


_ sized firms with more advanced consulting needs and the abil- 
_ ity to pay market rates. 


The study principally examined the "supply side" of the 


issue with a view to understanding the existing resource and 
identifying possible areas for future emphasis and concentra- 


tion. It looks at the demand side of counselling, only as it is 
perceived by the small business counsellor community. In a 
complementary study, it would be useful to explore the cli- 
ent's view of the quality and extent of counselling services 
being provided. However, the major objectives of this study 
were to (1) determine the characteristics of professionals who 
provide some aspects of business counselling to the small 
business client, (2) gain a better understanding of the nature 
of the client relationship, (3) determine the type of counsel- 
ling being provided, and (4) gain some insight about the 
counsellors’ perceptions of their professional knowledge, 
experience and developmental needs. 

The results need to be viewed as a general picture of 
some of the main elements of the supply side of small busi- 
ness counselling and advice in the region, rather than as a full 
factual representation of the state of small business counsel- 
ling. They form an interesting and valuable platform for fur- 
ther research and investigation and are a major building block 
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in the increasingly dynamic and complex arena of support to | 


small business and entrepreneurship. 


Who Are the Counsellors? 


The distribution of respondents by organizational affiliation is 
presented in Table 3.1. 


Table 3.1 '° 
Where Do Respondents Work? 


Distribution of respondents by type of employer (survey conducted by ACOA of suppliers | 


of business support services to small businesses) 


Piace of Work ; % of respondents 


Private counseling firms 


Municipal office 


Within these organizations, respondents indicated they 
provided business advisory and counselling services (19% of 
responses), financial assistance (14%), self-employment or 
management development training (13%), marketing assis- 
tance (12%), technical support (9%), and export assistance 
(6%). Even smaller numbers reported accounting or book- 
keeping services, human resources management, employment 
generation or facilities management. The most prevalent serv- 
ice was in business advising and counselling. 


1? Source: Survey of Persons ... Associated with Small-Medium Size Business 
Counselling 
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Fees Charged 


For the most part these organizations do not charge fees for 
_ their services (61%), only 17% always charge fees and 21% 
_ sometimes charge them. Less than 10% of these respondents 
_ provide small business services from a private sector base; 
much of the small business counselling in the region is pro- 
_ vided as a public service to promote, encourage and aid small 
_ business and entrepreneurship. 


A Demographic Profile 


Sex and Age. Of the 204 respondents, 74% were male and 
23% were female (3% did not indicate gender). Fifty-four 
percent of respondents were under forty years of age, with 
another 24% between forty-one and fifty. Thus almost three 
quarters of the respondents were under the age of fifty. Only 
5% were under twenty-five and 22% were over fifty. The 
vast majority - approximately 80% - work as full time em- 
ployees in their affiliated organizations. 

Although the results suggest that small business counsel- 
_ ling is still largely provided by males, the fact that roughly a 
quarter of the counsellors are female is a reflection of (1) the 
growing number of women with business experience and 
business-related education, and (2) the growing number of 
women-owned small businesses. It is not surprising that only 
5% of the counsellors are under the age of twenty-five, since 
one of the criteria for a business counsellor centres on exper- 
ience and education. The fact that only a fifth of business 
counsellors in the region are over the age of fifty may be a re- 
flection of the growth of small business and small business 
counselling which has attracted many new entrants to the 
profession in recent years as demand has grown. 


_ Education and Background Experience. The education level 
_ of professionals doing business counselling tends to be high, 
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with almost 80% having some university experience, or one 
or more degrees (63%). Fewer than 10% reported education 
levels below post-secondary. The vast majority have design- 
ations or degrees related to business, organization and admin- 


istration - such as B.Comm., BBA, MBA, MPA, CA, CGA, | 
FCA, etc. A small percentage have engineering degrees and | 


professional engineering designations. Overall, their educ- 


ational background matches the traditional picture of a busi- | 


ness counsellor, and they possess a high level of formal 
qualifications. Their most common professional affiliations 
include Chambers of Commerce, Boards of Trade, provincial 
development associations, tourism associations, and eco- 
nomic development associations. 


Work Experience. Past related work experience is another im- 
portant dimension for small business counsellors. It is not 
only directly applicable, but also adds credibility to the coun- 
sellor. Counsellors who have owned their own small business 
(17%) or managed a small business (14%), account for 31% 
of survey respondents. Respondents who have had experience 
in a management position (17%), in the military, police or 
public service (12%), in a bank or trust company (9%), or 
who have taught either business administration or entrepre- 
neurship (14%), account for roughly another two-thirds of 
the sample. All in all, the experience of some 83% of the res- 
pondents is directly applicable to small business practice. 
Many of the respondents indicated that they had experience in 
more than one of these areas, with the average counsellor 
indicating experience in two or more areas. 

More than a third (38%) have had between four and ten 


years experience in the delivery of business counselling serv- | 


ices; a quarter (24%) have had four to seven years of exper- 


ience; and 14% between seven and ten years. An additional — 


30% have been working in the field for in excess of ten 
years! 
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If we relate years of experience in business counselling 
with the age distribution of respondents, the profiles show the 
following comparisons: 


Table 3.2” 


Distribution of counsellors by age and experience 


Age —S—_—s|s_ Distribution Distribution 


EDO 2O Gi ey Mum wee. Pie Mo LOSS MAN Tye) lye a tieny Oe 
0-40 = 8% 13 Be 
BU cea Fpeiaiy Bhwe hin bi O80. ha in Ainih y galel Hal ona tn tae ey od Ode 


Small business counsellors in Atlantic Canada are mostly 
under 40 years old (two-thirds); in excess of one third of 
them have had more than four years of experience in the pro- 
fession, with another large group having entered the profes- 
sion in the last three years - a reflection of the growth of 
small business and entrepreneurial activity in the region. The 
number of new entrants to the profession (three years or less) 
is greatest in Newfoundland where more than 35% fall into 
this category, and next largest in New Brunswick, with 29%. 
This may reflect the surge of small business interest and activ- 
ity in these two provinces. Prince Edward Island and Nova 
Scotia respectively have 17% and 19% of small business 
counsellors who have been in the profession three years or 
less. 


Source: Survey of Persons ... Associated with Small-Medium Size Business 
Counselling 
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Work Activities of Small Business Counsellors 


How do respondents spend their time? Survey respondents 
were asked to rank the five most significant work activities 
(on the basis of time consumed on these activities during a 
typical week). The highest ranked activity was responding to 
general enquiries with 16.8% of respondents choosing this as 
the one on which they spent the most time (Table 3.3) fol- 
lowed by business plan preparation (11.4%), evaluating fund- 
ing proposals (9.8%), financial counselling (9.2%) and 
marketing counselling (8.2%). Table 3.3 also reveals second, 
third and fourth choices. 


Table 3,3°' 
How Respondents Spend T heir Time 


a 2 cate eacnanasaean peat pate SRR RRR RAT 
percent ‘i peapantene who ranked the listed activities as those on ren the speil the 
most time, the second most time, etc. 


Top-ranked activities Second ranked activities % 


Respond to general enquiries 16.8% Business plan preparation 18.5% 
Business plan preparation 11.4% Counselling about other programs 11.9% 
Evaluating funding proposals 9.8% Analyze business proposals 10.1% 
Financial counselling 9.2% Evaluate funding proposals 9.5% 
Marketing counselling 8.2% Networking with others 8.9% 
Thirdranked activities | __—[Fourthrankedactivities =| 
Counselling on other programs 13.5% General administration 14.8% 
Business plan preparation 12.3% Respond to enquiries a eS 11.7% 
Analyze business proposals 10.4% Evaluate funding proposals 9.9% 
Evaluate funding proposals 10.4% Counselling about other programs 9.9% 
Respond to enquiries 8. 6% Networking with others 9.3% 
po gaa SaaR EARS RERSSnESNRRE SURE RREeeuEEetaEenagERRE TEES aaReRSaRaaaneseernaeaneennaaenasaaeaaRR aR RRR Ra RRRES ITE STIR RARITSSIRERRRNIOSRETH 


The survey provides a very clear picture of the types of 
activities on which small business counsellors in the region 
spend the majority of their time. Whether these activities are 


*1 Source: Survey of Persons ... Associated with Small-Medium Size Business 
Counselling 
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the most significant in terms of impact on the establishment, 
growth and success of small businesses is another question. 
The rankings are more a reflection of the client base which is 
largely at the pre-startup stage or in early stages of develop- 
ment. Evaluation of proposals, counselling about other avail- 
able programs, business plan _ preparation, financing 
counselling, etc. are all focused on the embryonic or newly 
born enterprise. 


Time Spent on Counselling 


It appears from the data that very few of these professionals 
spend a considerable amount of their time on direct counsel- 
ling (to analyze and solve specific business problems). Only 
15% of respondents spend more than 50% of their time on 
this kind of work (Table 3.4). 


Table 3.4 # 
Where the Time Goes 


Eecent of fespondents who spend the time indicated on the various ete activities 


Share of time spent | 
Activity | None | 1%-25% | 26% - 50% 


Reviewing program assistance / 16.5% 49.0% 20.5% 11.0% 
funding applications 


Directcounsellingto = = = =—«*106% ~~ 4% 23.1% 14.6% 
analyze/solve business problems ee 
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However, 30% said they should be spending 25-50% of 
their time and almost a quarter feel they should be spending 
over 50% of their time counselling. Responding to general 
enquiries, evaluating funding proposals, general administra- 
tion, and a host of other activities place other, and perhaps 
competing, demands on their time. | 


*” Source: Survey of Persons ... Associated with Small-Medium Size Business 
Counselling 
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Of those who reported they spend no time on counselling, 
there are some interesting, but tentative, observations. A third 
of respondents who work in community and regional devel- 
opment associations do no counselling, followed by employ- 
ees in federal government (19%) and the provincial 
government (14%). Respondents with less than 7 years of 
experience were more likely to be doing NO counselling 
(16% versus 11% for the total sample), and women respond- 
ents are spending proportionately less of their time on direct 
counselling. 

Of those devoting 1-25% of their time on counselling, 
federal government employees had the highest representation 
(71% of them versus 53% of provincial government employ- 
ees and 49% of Community Futures/BDC employees). People 
with the greatest number of years of experience were in this 
group as well (61% of those with 16-15 years of experience; 
and 58% of those with 11-15 years). In terms of career back- 
grounds, people with bank and trust company experience 
tended to be under-represented in this group. 

For those spending over 25% of their time on counselling, 
business consultants (62%) and FBDB/CASE (56%) ex- 
ceeded the other categories. And in terms of career exper- 
ience, three groups were significantly above the average 
representation - those who had managed a small business, 
held a management position or had bank or trust company 
experience. 

The greatest amount of counselling time appears to be 
spent counselling clients on the preparation of a business 
plan. 


Who Are the Most Important Clients? 


The survey asked respondents to rank their most important 


“publics” - the groups which represent the people they come — 
most into contact with. To some degree this question add- | 
resses the issue of who small business counsellors in the — 
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region identify as their most important types of clients. How- 
ever, the question was closed-ended in that it presented a list 
of options, some of which represented “types” of clients - 
start-ups, managers in small/medium-sized businesses, owners 
in existing businesses, etc. - and some of which represented 
the agencies from whom referrals are drawn - government 
departments and agencies, associations, or local groups. Res- 
pondents ranked their five most significant “publics” and 
identified what percentage of work time is devoted to each 
category (Table 3.5). 


Table 3.5 * 
Who Counts - and Who Gets the Attention 


Amount of time spent with each group of clients accorting to the ere, most 
significant public 


Amount of time spent with public ranked: 
"Publics" selected First (%) Second (%) Third (%) 


Pre-business startup _ ie 33 24 15 
Ownerlentrepreneur Ble. ee 
Association or other 11 9 20 
Managers in smalljmediumbusiness = 7 15 14 
Government ned Gna fay 9 23 
General CUbIE a ed 5 6: 
Other (students etc.) 2 3 3 
Large businesses | { 3 7 
pocal mves Ors 0 1 2 
seasseconesornsensrnnancaes sssenaseskeaessseessan eceseanacesoteseensetaateeceesronaRcatcas ate nesnosnansscanRaReasa caste asasasneceneRaaneannaneatY 


Three of the top four ranked “publics” are pre-startup, 
owners of existing businesses, and managers of existing busi- 
nesses. This is where small business counsellors in the region 
see their business coming from, and so, in a sense, these are 
the groups perceived as being their most important clients. 
Unfortunately the survey does not explore the demand side of 


* Source: Survey of Persons ... Associated with Small-Medium Size Business 
Counselling 
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the equation - where the major client needs are and how well | 
they are being met by the counselling community. | 

Most counselling appears to be being done in the initial | 
up-front stages of business creation with relatively new, 
inexperienced entrepreneurs. 


| 
| 
Which Sectors Get the Most Attention 


Across the region it is interesting to note which business sec- | 
tors are being served by professionals in these organizations. | 
Respondents were asked to indicate what amount of time 
they spent working with small businesses in various sectors 
(on a scale of 1 to 5 where 1= “spend little time on” and 5= 
“spend a lot of time on”). The top ten sectors were: 
Tourism services - accommodation/lounge/restaurant | 
Manufacturing | 
Business services | 
Retail trade : 
Food and beverage processing | 
Personal and household services | 
Local government services : 
Logging and forestry | 
Fishing and trapping | 
0. Construction 

With the exception of Prince Edward Island where manu- 
facturing is ranked seventh, tourism services, manufacturing, 
business services and retail trade are the areas where small 
business counsellors in all four provinces spend most of their 
time. These are also, of course, the areas where barriers to 
entry are lowest and where the greatest number of small busi- 
nesses exist. This information is useful in providing a picture | 
of where small business is developing, although there are | 
many other sectors and types of small businesses which are 
born each year across the region. ) 
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Difficulty Experienced in Small Business Counselling 


While small business counsellors have a clear picture of their 
work priorities and activities, it is interesting to compare this 
list of activities with what counsellors define as their most dif- 
ficult and easiest tasks. The survey asked respondents to rank 
activities on a five point scale where 1= “small amount of dif- 
ficulty” and 5= “large amount of difficulty”. The five activi- 
ties which are rated as least difficult by small business 
counsellors are: 


Activity Mean 
Providing information on assistance programs 2.07 
Providing general business advice . 220 
Identifying financing sources } 2133 
Providing province-specific information 237 
Record keeping 2239 


These are all relatively straightforward information dis- 
semination activities which require a bibliotechnical know- 
ledge - knowing what information is available and knowing 
where to find it. These are not activities which involve the 
counsellor in analysis of business problems or developing 
complex solutions and action programs. On the other hand, 
the five activities rated as most difficult by small business 
counsellors in the region are: 


Activity Mean 
Technological innovations Bh 
Dealing with a client's lack of 

basic business knowledge Dak 
Market and marketing strategies 3.18 
Import/export 3.18 
Research and development 3.15 
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Three of these activities - technological innovations, R&D | 
and import/export - are not ranked within the 10 most time | 
demanding activities of small business counsellors in the reg- | 
ion (which may be a reflection of the type of business). Yet, | 
as Chapter Two illustrates, R&D and technological innova- 
tion are key elements in the growth and success of small busi- 
nesses. Importing and exporting are less significant activities 
for small businesses, although growing SMEs trade across | 
provincial boundaries and explore external markets. Once | 
again, this profile is explained, in part at least, by the type of | 

: 


businesses which make up the client base - pre-startup, | 
Startup, early stage, tourism, retail, etc. 

It might be argued that the focus of small business coun- | 
sellors in Atlantic Canada is directed towards basic “found- | 
ation” activities such as aiding in the development of business | 
plans, reviewing ideas and proposals, and helping with financ- | 
ing requests and marketing plans, rather than “leverage” act- | 
ivities such as research and development, innovation, | 
exporting, strategic planning, and total quality management. | 
This may be a reflection of the stage of development of their | 
client's small businesses or it may simply be a reflection of the | 


counsellors’ perception of client needs. It may also indicate | 
that SMEs may be using other sources such as private man- 
agement consulting firms or agencies like the NRC, Agricul- | 
ture Canada, etc. The data call for a discussion and evaluation | 
of the focus of small business counselling activities by the | 
counsellors of the region, as well as follow-up research on | 
client needs and key strategies. | 
A different perspective is gained in Table 3.6 by looking ! 
at the business sectors which counsellors find easiest and 
most difficult to deal with. | 


I. 
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Table 3.6 
Who's easy to counsel - and who's not 


Ranking by counsellors of the degree of difficulty of working with different ae i a 
scale of 1 to 5, with 1 being the least difficult 


Sector | __ Mean evel of ticity 


The five least difficult sectors 


Local government service 2.21 
Business service industries == OY 
Retail trade , Ay 2.32 
Wholesaetade = 
Personal and household services 2.40 
The five most difficult sectors 
Agriculture and related industries 2.83 
. and ea : | : e oo - - : ou 
Manufacturing 2.76 
Mining and soon | He 2.74 


The picture here is an interesting one because again it 
Supports the idea of a focus on foundation activities rather 
than leverage activities. The five sectors which are rated as 
least difficult are the least complex, tend not to be technolog- 
ically oriented, and do not involve R&D, at least in the trad- 
itional sense. The five most difficult sectors are just the 
opposite. They are strongly technologically focused, innova- 
tion is the key to success, and research into new methods, 
new technologies, new applications, and new markets is cen- 
tral to their growth. 

These data begin to raise the question about the most 
appropriate focus for small business counsellors in the region, 
and perhaps about their basic business training and exper- 
ience. Their backgrounds are centred on business and man- 
agement fundamentals, critical for startup and early stage 


“Source: Survey of Persons ... Associated with Small-Medium Size Business 
Counselling 
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growth. But as the research on GSMEs indicates, once a_ 


small business has established itself, growth depends on 


other, more complex factors. The question should be asked, — 
to what degree should the small business counselling com- | 


munity begin to adapt some of its resources to addressing 
these issues and acquire enhanced skills and knowledge to be 
more effective in serving the more sophisticated needs of 
their clients? 


The Professional Development Needs of Counsellors 


An elaboration of the on-going commitment to professional — 


development among people who are working in these eco- 
nomic and business development environments can be gained 


by examining the most frequent types of business-related and _ 


professional development courses respondents have taken 
over the last five years. They include economic development 


(EDAC), marketing, training/motivation, finance (analysis, | 
diagnosis, forecasting, statement preparation), general busi- | 


ness administration and management, tax, strategic planning, 
general level computer applications, accounting/bookkeeping, 
communications, sales, and entrepreneurship. Needless to 
say, the titles of courses can only give a flavour of their con- 
tent and this may vary widely within courses of the same title. 
However, the respondent group attended some 240 of these 
courses Over a five year span, which, given that their educ- 
ational backgrounds tend to heavily weight business concen- 
trations, may speak for a desire to improve on and hone 
specific skills needed for the small business counselling role. 


Complementing this picture of a group of individuals who 


are committed to upgrading and strengthening their skills is 


the fact that survey respondents identified an equally long list | 


of courses they would like to take. These included marketing 
and market research (12% of responses), general use of com- 
puters, finance, economic development, business opportunity 
identification and evaluation, strategic planning techniques, 
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human resources, the preparation of business plans, technol- 
ogy diffusion and its management and evaluation, commun- 
ications, and training/motivation. Professionals involved in 
small business counselling are interested in ongoing upgrad- 
ing and updating of relevant skills and knowledge. 


Computer Proficiency. An interesting element of the educ- 
ational and experiential background of respondents is the 
degree of computer proficiency which they possess. Comput- 
ers are becoming increasingly essential in modern business 
and organizations. They have a myriad of uses, from inform- 
ation and control sources to financial systems, to controlling 
automated processes, to generating documents, statements, 
graphs, presentations, etc. It is becoming difficult to conceive 
of a business of any significant size operating efficiently with- 
out the use of computers. The survey inquired about com- 
puter proficiency at a basic level - applications of common 
commercial software packages like word processing, spread- 
Sheets, charts and graphs, and databases. The percentage of 
respondents who indicated a high degree of proficiency in 
these applications is low - word processing 30%, spread- 
sheets 21%, charts, graphs, etc. 14%, and databases 9%. 

One is tempted to think that it is individuals’ normal mod- 
esty which prevents them from rating their proficiency as 
“high”. When asked to indicate if their proficiency with these 
common business software applications was non-existent, the 
results were more comforting - word processing 11%, 
spreadsheets 14%, charts, etc. 21%, and databases 23%. The 
two most common business software applications are word 
processing and spreadsheets, and 85% to 90% of these small 
business counsellors have some facility with them. 


Future Needs. A further question in the survey asked respon- 
dents to identify the areas in which they felt it was most im- 
portant to acquire new information or knowledge in order to 
be more effective in their counselling work. They assigned a 
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weighting from 1 to 5 (1= “not important”; 5= “very impor- | 
tant”) to each of these areas. The ten subject areas of most | 
importance are ranked in Table 3.7. 


Table 3.778 
The gaps in counsellor knowledge on 


The sas attached by counsellors to the acquisition of additional owtedee’ in the | 
subject areas shown (on a five-point scale, with 1 being not important) 


7 
: 
1 Development of entrepreneurship | 3.78 
2 Markets and marketingstrategy = ss 3s 
3 Identification, analysis and diagnosis of business problems 3.75 ! 
4 Techniques ofmarketreseach i a i sstsi(‘s:sSS 
5 Identification of symptoms of business success s and ale 3.69 | 
6 Market trends and developments ee (3.67 
7 Identification of business opportunities 3.65 
8 Strategic planning techniques : 38 
9 Analysis of business ideas 3.59 | 
10 Innovation and r new W product/process development oe 


They consistently ranked topics such as union contract 
administration, wage administration, paper burden, and audit- 
ing techniques as being of low importance. 

While there appears to be an incongruity between the 
finding that innovation/new product development ranks tenth | 
on the list when, as Chapter Two points out, innovation is the 
major differentiating factor of higher growth SMEs, this is a | 
reflection of the fact that almost half of the small business : 
counsellors’ time is reported to be spent with pre-startup en- | 
trepreneurs. These clients need help with identifying business | 
Opportunities, evaluating them, researching markets, prepar- | 
ing plans, etc. More successful and medium-sized firms, who | 
are at a Stage where innovation is a more pressing issue, may 


** Source: Survey of Persons ... Associated with Small-Medium Size Business — 
Counselling | 
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tend not to use the services of publicly funded support agen- 
cies aS much, and when they do, refer to management con- 
Sultants, or sophisticated agencies such as the National 
Research Council (NRC) and other groups not included as 
part of this survey. 

Only three of the top ten items chosen by respondents ad- 
dressed the critical elements for growth and success ident- 
ified in Chapter Two, market research, strategic planning, and 
innovation and new product development. The overall list of 
66 functions/ activities/ decision areas in the survey question- 
naire included research and development; import/export; 
technological innovations; and technology management. 
However, none of these were seen by the region's small busi- 
ness counsellors to be areas where new information or 
knowledge was urgently needed to make counselling more 
effective. Once again, this may be linked to who their clients 
are, however, this sounds a warning bell for the future as 
businesses grow and develop. 

In terms of professional and practical business-related 
courses, seminars or training programs they would like to 
take in the foreseeable future to improve their effectiveness 
with clients, the most common references were made to 
marketing methods, networking, development trends, global 
trends in economic development, community involvement in 
development, opportunity identification, human resources 
development and record-keeping for the small business. 

They were also consistent in their responses to what new 
tools or resources should be provided by their organizations 
that would be most useful in enhancing their effectiveness in 
counselling clients. The mean scores for this list are given in 
Table 3.8 . 
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Table 3.8 * 
Resources Counsellors Want 


Tools and resources listed by counsellors as most likely to enhance their effectivenes 
(on a scale of 1 to 5, with 1 being not important) 


Tool or resource Mean importance 


Lists of specific sources of business information | ‘Syp8.69 
Accesstobusiness-telated databases i a a sti (‘Sé;ét~*~™;:C «CS 8G 
Networking among other counsellors 3.78 
Business/marketingplanchecklists i ssi‘isSSS 8B 
Business situational diagnosis/analysis 3.55 
Incentivestobusiness (ka 
Better communication channels 3.41 
Conceptiproectevaluationtools = 8G 
Computerized, interactive orself-training programs 3.18 
Lists of trade shows, exhibitions and conventions = ss 
Lists of sources for training videos 2.95 


Information lists and diagnostic and ‘how-to’ checklists 
were suggested as being the most helpful tools. 


Conclusions 


Inferences can be drawn from the survey data that the focus 
of small business counselling in the Atlantic region is cur- 
rently largely at the “foundation” level. But there are indic- 
ations that a movement towards “leverage” activities - the 
activities and strategies which promote growth and success - 
is beginning. A conference titled “Forum on the Professional 
Development Needs of Small Business Counsellors and Eco- 
nomic Development Practitioners”, held in Moncton in 
March, 1993, under the auspices of ACOA, raised a number | 
of the issues, pointing out the changing role and needs of | 


*° Source: Survey of Persons ... Associated with Small-Medium Size Business 
Counselling 
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counsellors and the evolving need for new and different skills 
in dealing with different clients. At the moment, small busi- 
ness counselling in the region is focusing on getting enter- 
prises off the ground. 

Overall, this study re-affirmed the need for training and 
professional development for people already in the field. In 
terms of the components of on-going professional develop- 
ment, there seem to be three areas for enhanced knowledge 
mand skills... These .relate. to. counselling © skills, 
functional/technical skill areas, and business environment 
knowledge. 

The point was made in Chapter Two that over the decade 
from 1979 to 1989, the number of startups of firms with less 
than five employees was 34% greater than the total number 
of firms of that size that existed in 1979. Many of the findings 
of the Business Resources Inc. survey are put into context by 
facts quoted earlier in this report: more than half of the firms 
of all sizes that existed in 1979 went out of business in the 
decade. to 1989. In the two years between 1989 and 1991, 
32% of the firms that existed in 1989 had disappeared - three 
times the rate of the preceding decade. Almost 40% of the 
firms with fewer than five employees that existed in 1989 no 
longer existed in 1991. But over the same two years the num- 
ber of firms existing in 1989 increased by 35% (firms with 
less than five employees increased by 41%). Quite clearly the 
weight of the need for small business counselling is still on 
pre-startups, startups, and early stages of development. 
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CHAPTER 3 


Chapter 4 
RECESSION FIGHTERS 


he effects of the economic restructuring that began in 

1990 and took hold in 1991 are evident from Chart 4.1 
below, which shows the sharp reversal in employment growth 
at the start of the decade. The trend observed in last year's 
report, however, still holds - Atlantic Canada suffers less in 
bad times and benefits less in good times. 


Chart 4.1 °’ 
| The swings | are worse for Canada 


: Beare cecone penn cpcane neresnaaneetaceehoene 
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7 Source: Unless otherwise stated, the source of the data analyzed in tables and 
charts in this chapter is Employment Dynamics, Business Size & Life Status, 
prepared by the Small Business & Special Surveys division of Statistics Canada. 
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For both the Atlantic region and the country as a whole, 
the loss of jobs was significantly worse this time around than 
at the start of the last recession, in 1982, which was at that 
time the worst reversal in more than 50 years. For small 


firms, the contrast was even more pronounced. As Chart 4.2 — 
shows, the patterns of job creation are more volatile for small — 


firms than for big organizations; after a decade of extraord- 
inary strength, when they consistently outperformed big firms 
in job creation, small firms were hit harder than big firms in 
the current restructuring. 


Chart 4.2 * 


Employmen 


Annual job growth 
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Furthermore, it is not clear at this point if small firms rec- 
overed as quickly from the downturn as they did in 1983, 


8 Source: Employment Dynamics 
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when big ones deepened their cutbacks, while small firms 


Started expanding again. Over the period from 1983 to 1989, 


small firms just took off, averaging an annual rate of growth 


in employment about seven percentage points higher than in 


big firms - which is a big gap compared to the boom years 
prior to the 1982 recession, when the gap between small and 
big firms was a little more than three percentage points. 

It must therefore be asked if the severe retrenchment in 


1991 signals the end of the small-business edge. The answer 


is almost certainly that there has not been a change in funda- 


mental trends - mainly because the figures for the current re- 


Structuring are heavily distorted by Ontario, which has been 
through a wrenching adjustment far worse than anywhere else 
in Canada. 

Canada's economic heartland started its deterioration 
compared to the rest of the country in 1990, when employ- 
ment grew in Ontario's small firms by 0.6%, compared to 
3.6% nationally; the divergence was almost as bad in big 
firms, which declined by 4.0% in Ontario compared to 1.5% 
nationally. In the following year, big firms held relatively 
Steady, declining by 3.7% in Ontario compared to 3.3% nat- 
ionally, but the employment in small firms collapsed, declining 
by 8.6% in Ontario. This startling reversal skewed the nat- 
ional decline in employment in small firms; without Ontario, 
small firms in the rest of Canada fared significantly better than 
the 4.4% decline shown in Chart 4.2 - certainly better than 
the decline in employment in big firms. 

This still begs the question whether Ontario's loss of jobs 
is a long-term economic trend or was precipitated by tempo- 
rary phenomena that are unlikely to recur. There were a num- 
ber of indications in 1991 that there had been a severe loss of 
confidence in the small-firm sector, based on a combination 
of political and economic repercussions from an extended pe- 
riod of white-hot growth. This is unlikely to be permanent, so 
it is reasonable to postulate that the underlying pattern of the 
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last recession is reasserting itself, with small firms keeping at 
least some gap over big firms in job creation. 

The pattern has certainly held in Atlantic Canada, where 
small firms lost jobs in 1991, but at a slower rate than big 
ones, aS Chart 4.3 shows. Interestingly, the gap between the 
increase of employment in small and big firms is quite close to 
that of Canada over the decade, although somewhat more 
erratic, particularly in 1983. In that year, the gap reached al- 
most 11 percentage points as small firms recovered strongly 
with a growth rate of 6.7% while big firms continued to dec- 
line, shrinking by 4%. 


Chart 4.3” 
Atlantic small firms are holding up better ee 
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However, when the four provinces of the region are con- 


| sidered independently, there are significant variations between 


them, as Chart 4.4 *° shows. 
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Chart 4.4 
Provincial variations in the growth Stakes 
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In 1991, small firms lost jobs more rapidly than big firms 
in three provinces; only in Nova Scotia did small firms do 
well, eking out a small gain in employment, while large org- 


anizations declined by 4.3%. 


*® Source: Employment Dynamics 
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In Newfoundland, the four strong years of high new- 
venture formation between 1987 and 1990 came to a sudden 
end with a severe setback as jobs in small firms declined by 
5.8%. This represented a drop of 14 percentage points from 
the previous year in the growth rate of employment. This was 
due in part to the collapse of the fishery, of course - with a 
corresponding impact on large organizations, where employ- 
ment declined by 4.2%. 

Nova Scotia's growth in small businesses was less spec- 
tacular during the boom years (with the exception of a sudden 
and unexplained spurt in 1984), but small firms in the prov- 
ince demonstrated unusual stability with an employment gain 
of 0.7% in 1991. 

New Brunswick performed well in the boom years, even 
in large organizations, but, like Newfoundland, strong job 
creation in small firms in the late 1980s was followed by a 
severe decline in the sector in 1991, when the rate of job 
creation in small firms plummeted 9.6 percentage points. 

Prince Edward Island exhibited a much smaller gap bet- 
ween employment growth in big and small firms than did the 


other three provinces. When growth rates are averaged out | 


over the 1982-91 period, the island's small firms averaged a 
rate of job creation only 3.5 percentage points higher than 
that of big firms, as Table 4.1 shows. By comparison, the gap 
was about 6 percentage points in Nova Scotia and New 
Brunswick and 7 in Newfoundland. 

The region was very close to the Canadian average for 
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the period. It is notable that the trends driving the creation of | 


jobs in small firms appear to be consistent across the country; 
the growth rate for small firms is at 6% or just above in every 


| 
| 
| 


jurisdiction except Prince Edward Island, where they grew 
more slowly, at 4.8% per year. The trend in big firms is less - 
consistent, being driven by regional factors to a greater deg- 
ree. Nationally and regionally, big firms stood still over the 
nine years of the economic cycle, with an increase in employ- | 


ment only marginally above zero. Nova Scotia and New 
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Brunswick were both close to this average, but Prince Ed- 
ward Island showed growth of 1.3% and Newfoundland dec- 
lined rapidly, at almost 1% per year. 


Table 4.1 * 
The Growth Gap 


The average annual rate of employment growth over the period peneen the same races 
in two successive economic cycles (from 1982 to 1991). 


(ioe Average annual rate of employment growth, 1982-91 

‘ Small firms 
Canada 2.1% 6.0% -0.1% 6.2% 
Atlantic is 6.2% 
New Brunswick ‘ 2.1% . Ate 6.0% 0.1% | 5.9% 
Newoundand  =———ssd4%— BI HIM 
Nova Scotia 2.1% 6.2% 0.1% 6.2% 


Notes: Small firms employ oe than 100 people, big firms 100 or more 


The composite figures for growth of small firms hides sig- 
nificant variations between the smallest firms (those employ- 
ing fewer than five people) and the bigger ones employing 50 
to 99 people. The smallest firms have consistently led the 
growth stakes since the start of the 1980s for two reasons: 
they reflect the high rate of new venture formation in the 
1980s and their small size means that every extra employee 
added to their payroll translates into a high growth rate. On 
average, these firms have expanded their employment by 
14.3% p.a. from 1982 to 1991. 

The trick, however, is to make these jobs stick, because 
the failure rate of new ventures is notoriously high. One 
measure of the success rate of new ventures is the employ- 
ment growth rate of the bigger small firms, many of which are 
‘new ventures that have survived the vulnerable startup phase. 
For firms that stabilize without further growth at this point, 
the failure rate is relatively low; but for those that seek to 


* Source: Employment Dynamics 
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grow into mid-sized firms, the rewards in new Jobs are enor- | 
mous, while the risks are even greater than in the startup | 
phase. The outlook in the region is positive in this regard, | 
with firms employing 50 to 99 people growing by an average | 
of 1.2% a year over the 10-year period, as Table 4.2 shows. 


Table 4.2 ® 
The might of small firms | 


Rate of employment growth each year for each size of employer (measured by number of 
employees). Atlantic Canada, 1979-91. | 


Year | 14 | 519 | 2049 | 50:99 | 100-499] 500+ | Total | 
1979 17.4 2.9 a7 24 6.5 4.1 54 

80 17 OR 
1981 12.5% -(0.4)ed 3((0.5)) eae (OC) 0 Gn O 1.0 
1982 i“(<i‘ wwe lh Ul UD) UBUD OQ 
1983 20.2 46 0.6 1.4 3.7) (4.1) (0.6) 
1985 12.8 3.4 2.9 0.2 
1986 167 44 4B kr 
1987 18.3 58 5.1 
08 OR kA Ry esas 
1989 154 53 ie eee, 
1990. : 413 | 30 : ao a0 . S se eee: 4 4 ee 
1991 48 (4.2) (5.2) 


verage 


iittehehbbhbabosnens naan sashes a Abe ein Sanne Ai ROGAADRNROORE RSA IS AD Pe eosatatenatareheraetennta/eterste"phw tena eters stenena"s otateneterstaneiatatelsidnels anes nennnecnnetnins Patented moe 5 


Between 1981 and 1991, the average growth rates of | 
firms employing 5 to 19 and 20 to 49 people were 3.1% and 
2.4% - a strong performance that is steadily strengthening the 
small-business base of the regional economy. The comparable 
performance for Canada was 3.5% and 1.9% respectively, | 
which is close enough to make the Atlantic region's growth 


*? Source: Employment Dynamics 
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just as good as the nation's in this crucial part of the econ- 
omy. 

There is still, however, concern over 1991, when the 

growth rate in firms employing fewer than five people was 
only 4.8%, well below the 7.2% recorded in 1982, the com- 
parable point in the last economic cycle. This probably re- 
flects a more cautious approach by new entrepreneurs, 
particularly the self-employed with no paid help, as the other 
categories of (larger) small firms did not fare significantly 
worse in 1991 than in 1982. 
It is notable that firms employing more than 500 people 
have performed consistently poorly since 1980. With the ex- 
ception of 1988, when they went on a hiring binge, these org- 
anizations were static in the remaining 12 years, shedding 
labour in five of the years and growing by very small amounts 
in the other seven. The average for the last 10 years came in 
at a net loss of 0.4% p.a. for organizations employing more 
than 500 people, compared to a growth of 5.2% for all small 
firms employing fewer than 100 people. 

The importance of small firms is even more pronounced 

in the market sector - that part of the economy where cust- 
omers have alternative suppliers available. As Table 4.3 
shows, big firms in the market sector lost 6,200 jobs over the 
seven years to 1991, while small firms created 91,900 new 
jobs, or 107% of the total new jobs created in the market sec- 
tor. The downsizing of large firms was particularly evident in 
1991, when large firms shed 13,400, or double the net jobs 
created by their sector over the previous six years. 
_ By contrast, in the funded sector, big firms contributed 
12,200 new jobs compared to the 17,300 (or 59% of the tot- 
al) created by small firms. Clearly, the government-supported 
sector is the only one feeding job growth in large organiza- 
tions; the large, private-sector firms are downsizing rapidly. 
Small organizations in the funded sector performed better 
than large firms, but not as well as their counterparts in the 
market sector. 
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Table 4.3 ° 
Anatomy of a downsizing 


New mes created each year by big and small firms in the market sector and the funded | 
sector (see Note below), and the share of total new jobs created by small firms. Atlantic ; 
Canada. 1985-91 | 


New jobs created in the sector (000s): Small-firm 
Year | Bigfirms | Smallfirms | Total | share | 


Market sector 
1985 64 105 16.6 63% | 
1987 128 190 218 87% | 
1988 : : a .. 92 oe 2 — So - . : 12% | 
1989 (2.4) 18.6 16.2 115% | 
ee hlhLmhrrr—“( errr kw 
1991 (13.4) (ay) 214) . 38% 

iFGoded Sector | 
1985 | (0.6) 1.9 alee salle 146% | 
1906 a 18 ce : He one S . oe a : ae 47% : 


1987 2.9 3.8 67 57% | 
1988 ee a1 tee 31% 
1989 | 0.0 | 2.9 2.9 | 100% | 
1991 (4.7) 0. 1) (4.8) 1% | 
ow 2 686 ss © 
Note: The funded sector is those industries that do not compete with market forces in earning their. 
revenues; they include health and social services, educational services and government services. | 
The market sector is all other industries. 


The net effect of this job-creation machine in small firms. 
has been to shift the centre of gravity of the economy prog- | 
ressively toward smaller firms. The smallest firms are acee 


ounting for a growing share of the whole economy while the. 
biggest firms see their share being reduced. Organizations: 


| 


: 
{ 
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‘employing more than 500 people now account for less than 
half of total employment, as Chart 4.5 shows. 


Chart 4.5” 
The region relies ‘increasingly on small firms 


aie. of total employment, he te size according to number of sriblovess ‘Atlantic Gn 
ada, 1980, 1985 and 1990. 
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! The biggest firms now employ 48% of all employees, 
-compared to 54% in 1980. Meanwhile, the firms employing 
fewer than 50 have raised their share of the workforce to 
32% from 26%. In both cases, two-thirds of the change has 
occurred between 1985 and 1990 (mostly in 1990 and 1991). 


_* Source: Employment Dynamics 
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The Business Count 


This evolution can also be seen clearly in the count of busi- 
nesses in the region. Table 4.4 below shows how micro firms, 
employers of fewer than 5 people have been growing at an 


average annual rate of 5% since 1981, while the number of 


large employers has actually declined by 0.5% a year. 


Table 4.4° 


Sevonespasetetnrnssascesncererecnsnseorceshenetatometatatetatateta totesehtetcnetatstatatctatanetateratatetstanetatatetnsatertateratatetesntatctenetescteretataret ent ensta einen tanshatetetatataintatststatatesn"s etn ste son 's"acasa asin ts ainth sk ness coeia Iseatotata tater chnnnaterstpeprenenronre ss 


Number of firms, by size, in 1981 and 1991 and the average annual growth rate of each 
firm size over the period. Atlantic Canada, 1981, 1991 

Firmsize | 1961 |= t001_ | Average 

(# employees) | Number | Share | Number | Share | annual growth 


Fewer than 5 39,653 69.4% 64,229 73.2% 4.9% 
S19 ss“ ars 16 BK IB BIS «= 155% tCi(“‘“‘éa‘S 
20 - 49 2,499 4.4% 3,656 4.2% 3.9% 
S506 1,274 a 2.2% 1766 2.0% o3 :  aae 
Small firms 52,904 92.6% 83,266 94.9% 4.6% 
100 - 499 Ott 39e  ae  e 
500 or more 2,077 3.6% 1,983 2.3% 0.5% 


All firms 57,122 100.0% 87,718 100.0% 4.4% 


eratetvatesat inter ter atahataretaferstataterateratereinte’diacaecwiniatantiottatacaracatecstaraetatatneniaeatstaiptatahateraatatate"arecuistatecate’ ate dietaterwtatstatetatetatetatatcia"atateratdhatse’oPscntintatetata aaa tna ats 


aaa tasasass si haca Seta ScSs ania senats Sua" atatcea aso ehc Sata neh tena tana tose nahh tata’ aeatoneloenaraTesaterarenctateeote ceatctntntccanenatetoaseetatanarerchatrearcratotaen nseoetet need mertasenntnnatinar rads chat cea”cnatn phn Sens one es on nee nena esa 


Over the 10-year period, the number of firms in the region 
with fewer than five employees grew to almost 65,000 from 
about 40,000. Interestingly, the number of small firms em- 
ploying 5 to 99 people also grew strongly in the decade, al- 
though at a slower rate than the micro-businesses. This is an 
encouraging sign, indicating that there is a good supply of 
growth-oriented firms in the region. 

Looking at the industrial break-out of the number of firms 
gives us a good idea of where this high rate of new venture 
formation is occurring. As Table 4.5 shows, small businesses 
are concentrated in other services (anything from personal 


* Source: Employment Dynamics 
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services to membership associations and religions), where 
21% of the firms are, compared to 6.5% of big firms. 


Table 4.5 * 
The diversity of small business 


Number of small and big firms by industry, showing each industry's share of the total 
within each size sector. Atlantic Canada, 1990 


mae lie he 


Agriculture 3,958 | 4 8% 9 0.2% 


Feng ek tk 
2 


BesHY 1,625 Q 0% 

Mong 64 1.4% 
Marching ee ae RC eae 4.2% 1,117 25.1% 
Preciosa 
Poe stons 3,539 4.3% 160 3.6% 


Communications & Utilities  -«»-«s«452.—“‘<‘i CB CBM 


Wholesale Lees pe 4,052 US ONG eat 16.8% 


Retail Trade = 1810 18H HA 8TH 


Finance 1,168 1.4% 351 7.9% 


RealEstate &Insurance  =ss—(“‘<isésiiHD——(<GsiiHCidACC(‘(‘“éi‘ 
Business services the Pi pero BOO ay GAL “a 341 nye aK 7.7% 
Government — 2 OR OTH BH 


Education ‘ 577 0.7% 88 2.0% 


Health =i (“ BIG RR AH 
Accommodation., Food, Beverage Te) Kee 6.1% 156 = 3.5% 
Ohersevics TART 0 tt 
Unclassified | 2,791 3.4% 66 1.5% 
Total 83,266 100.0% 4,452 Mey 0% 


Small firms are also more concentrated than big firms in 
construction (12% compared to 4%) and primary industries 
(12% compared to 1.6%). Big firms, on the other hand, are 


_ heavily concentrated in manufacturing firms, which account 


~ *© Source: Employment Dynamics 
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for one quarter of all big employers. Small firms are big in the 
retail industry, as might have been expected, but one-sixth of 
all big firms in the region are wholesalers. 


Self-employment in Context 


Statistics Canada conducts a census every five years to give 
us an accurate snapshot of demographic trends. As part of 
this survey, it sends 20% of the population an extended ques- 
tionnaire which gives a highly accurate reading on self- 


employment, among other things. This section of The State of | 


Small Business and Entrepreneurship provides an overall 
view of self-employment in 1991, with some reference to the 
evolution of self-employment since 1981. 

As Table 4.6 shows, self-employment is more developed 
in Canada than in the Atlantic provinces: 
® 7.2% of the workforce is self-employed in the region, 

compared to 9.5% for the country”. 

@ The percentage of owner-managed businesses that are in- 
corporated is lower in the region - 26% compared to 34% 
for the country as a whole. 

© The percentage of the self-employed who are women is 
Slightly less in the region (25.4%) than in the country 
(28.0%), despite an almost identical proportion of women 
in the workforce as a whole. 

The growth of entrepreneurship in developed economies 
usually starts with an increase in the percentage of self- 
employment in the workforce as a whole. [In the past decade, 
women have been driving this process, because they repre- 
sented two-thirds of the increase in the workforce. ] 


*’In Statistics Canada's Labour Force Survey, the percentage of the population 
that is self-employed is significantly higher than in the census. The data collec- 
tors for the Labour Force Survey tend to probe more than is possible with the 
census questionnaire. For example, babysitters might be viewed by the Labour 
Force Survey as self-employed, while the census would do so only if the babysit- 
ter took in clients in his or her home or place of work. Both surveys are valid 
measures of trends over time, even if they disagree on absolute numbers. 
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Table 4.6 * 
A snapshot of the self-employed 


Highlights of the 1991 census, showing facts relevant to the self-employed nation i in 
Canada and Atlantic Canada 


pu tevin Ne ibs tty Aten ne} keane 


Total workforce 1,149,240 14,471,040 
Satemployed a3 055 4,368,195. 
% settemployed 9.5% 
Incorporated 465,320 
Unincorporated 902.875 
Rincopaied 
Males | 637 995 , 7,906 ,900 


rrr—C rr 8 SC 
% females 44.5% 45.4% 
Fume 981080 628,000 
Part-time a 8, 210 2,847,050 
%patime = tteeti(‘C(C‘éC‘C‘CO OS 
Set-emplyedm males nud 061,995 1h)(/ "985 090 


Averageage employees = BS 870 
Average age self-employed 43.4 442 
Education levels 
Employees: Less than grade 9 — 8.9% 6.7% 
Employees:Secondaryschol =§=«—s—“‘<wsé‘étawr%~—Ot~*~*~*~*«éRTON 
Employees: Post-secondary 54.5% 56.3% 


Self-employed: Lessthangrade9 si“ isi (ststi(‘«é‘wSSOHOC*C*‘C‘*N ‘I % 
Balen nin aR 
Self-employed: Post-secondary  s —i«wt (Ae ee ees 


Note: The workforce includes arbor, people. This means the ratio of self- Se sriskyeai| in the r re- 
gion is further behind that of Canada than it would be for the proportion of the employed who are self- 
employed, particularly considering the increase of unemployment in the region over the past decade 


Most new small businesses start out unincorporated; once 
they have survived and matured to the point where the extent 


8 Source: 1991 Census, Statistics Canada 
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and size of their business transactions creates a need for lim- | 
ited liability, they become more businesslike, which normally | 
might be expected to include incorporating their businesses. — 
Thus a low incorporation rate generally signals a new or less _ | 


sophisticated self-employed population. 

It is worth noting that people new to self-employment are 
not necessarily younger. The average age of self-employed 
people in the region is less than the Canadian average by the 
same margin as that for employees. 


Finally, the level of education of the self-employed is sig- 


nificantly lower in the region. About 15% of the region's self- 
employed have less than a grade 9 education, compared to 


10.7% for the country. For employees, the comparison is — 
slightly less marked, with 8.9% having less than a grade 9 © 


education, compared to 6.7% for Canada. Also, there's a 
higher proportion with post-secondary education among the 
self-employed at the national level than there is among em- 
ployees; in Atlantic Canada, the reverse is true. 

The most important reason for this disparity is the differ- 
ent industrial mix in the region's self-employment. More than 


one quarter (28%) of the region's self-employed are in prim- — 


ary industries, compared to 19% for Canada. By contrast, 
business services, which is the fastest growing industry sec- 
tor, accounts for only 7% of the region's self-employed, com- 
pared to 12% nationally. It is interesting that primary 
industries have the highest rate of self-employment of any 
sector - 32% of Canadians who work in the primary indus- 
tries are self-employed, compared to 25% in the region. The 
next highest self-employment rate is business services, with 
20% nationally and 15% regionally. 

The reliance on primary industries for the region's self- 
employment is illustrated by looking at unincorporated males, 
40% of whom are in primary industries, compared to 28% 
nationally. Only 14% of unincorporated self-employed 
women are in this sector. 
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These factors apply across all four provinces,.but there - 
are Still great differences between them, as Table 4.7 shows: 


-® Nova Scotia is close to the regional average on most 


ee 


counts, except for education levels, where both its em- 
ployees and its self-employed are significantly better- 
educated than their counterparts elsewhere in the region. 


Table 4.7 °° 
How the provinces compare 


Highlights of the 1991 census, showing a selection of the facts in Table 4.6 for each of 
the Atlantic provinces 


| [Newfoundland | RE. _| Nova Scotia |New Brunswick 


Total workforce 273,970 68,995 449 320 356,955 
Selfemployed =  =——s_—s«'18,740——si7,400-—s«33,820-S—t—s«é 3,05 
% self-employed 6.8% 10.7% 74% 6.6% 


Unincorporated 14,485 «5,885 24,775 16,310 


incopocted === OTH NSH NORCO 


Full-time | 228,570 56,615 357,270 288,575 


Patime = (M5400 12,880 02,045 68,885 
% part-time 16.6% 17.9% 20.5% 19.2% 
Self-employedmales = 14,270 = 5770245001785 
Self-employed females 4,470 1,630 8,730 6,265 
% self-employed females 23.9% 22.0% «26.2% ~=——=—=s(6.6% 
Education levels 
Employees 


Less than grade 9 | 11.4% 8.6% 6.5% 10.0% 
| Secondary aoe eee 36.0% . 87.3% SAO 39.3% 
_ Post-secondary 52.6% 54.1% 58.6% 50.7% 


Self-employed 
Less than gradeQ 23.6% 17.2% 11.8% 14.3% 
Secondaryschol  —«—=—i—“‘i‘“‘“‘iéwwwdO%+~=;C OM 8 8HC*:Ci«OA 


_ Post-secondary 40.4% 42 6% 57.2% 55.3% 


/ * Source: 1991 Census, Statistics Canada 


_ RECESSION FIGHTERS 81 


New Brunswick has a smaller percentage of its workforce 
in self-employment, but they are more mature, with the 
region's highest rate of incorporation and female entrepre- 
neurs. The education levels of its self-employed are 
slightly lower than Nova Scotia's but a great deal higher 
than in Newfoundland and P.E.I. 

Newfoundland has the lowest level of self-employment 
and education. Almost a quarter of its self-employed have 
less than grade 9 education - a strong indication of the 
fishery culture, where formal education is less of a factor 
than in other industries. Interestingly, the percent of the 
self-employed who are women (23.9%) is not the lowest 
in the region; P.E.I. is, with 22%. 

P.E.I. has the highest rate of self-employment in the reg- 
ion (11%) by a large margin, but it also has the lowest 
incorporation rate and the lowest concentration of women 
among its self-employed. 


A Decade of Transition 


An indication of regional trends can be gleaned from national 
trends in the decade from 1981-91, as shown in Table 4.8. 
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In this period of rapid change: 

The rate of self-employment in the workforce rose to 
9.5% from 9.1%. 

The percentage of self-employed people whose businesses 
are incorporated went to 34% from 30%. 

The percentage of the self-employed who are women rose 
to 28% from 19%. 
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Table 4.8 “ 
Changes in the 1980s 


Comparison of major facts relevant to the self-employed in 1981 and 1991, eke 


“igi io te 
[eet [tet | Change | 01 | st [henge 


| By corporate status 
| Self-employed = 1,368,195 1,094,795 == 273,400 9.5% 91% 11.3% 
Incorporated «465,320 «326,854 += 138,466 «= 3.2% «= 2.7% = 5.7% 
cern» 902,875 767,941 134,934 6.2% 64% 56% 
Employees 13,102,845 10,959,355 2,143,490 90.5% 90.9% 88.7% 
Total workforce 14,471,040 12,054,150 2,416,890 100.0% 100.0% 100.0% 
By gender ) 
All Males 7,906,900 7,155,265 751,635 546% 59.4% 31.1% 
All Females slibt.140 4,898,800 1,065,250 45.4% | 40.6% | 68.9% 


The self-employed as a whole represented more than 
11% of the inflow into the workforce over the decade. 
Moreover, they are maturing rapidly, because incorporated 
businesses represented slightly more than half of the increase 
in the number of self-employed. 

Most remarkable, however, is the change in women's 
participation in self-employment. Women represented two- 
thirds of the increase in the number of self-employed people. 
This phenomenon is perhaps less remarkable when it is noted 
that women represented more than two-thirds of the increase 
in the workforce over the same period, but the impact on the 


self-employed is more powerful than in the workforce as a 
_ whole. 


As expected, fewer women have incorporated businesses, 
because the phenomenon of self-employment is much newer 
for them. In 1981, the incorporation rate was 30% for men 
and 28% for women. In the following decade, self-employed 
men increased 11% to almost one million from 890,000, 


_while self-employed women increased 87% to 383,000 from 


* Source: 1981 Census, 1991 Census, Statistics Canada 
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205,000, as Table 4.9 shows. The lower influx of self- 
employed men therefore led to a higher incorporation rate, 
which rose over the decade to 36%. Equally, the incorpor- 
ation rate rose much more slowly for the women (to 30% 
from 28%), as their numbers almost doubled. 


Table 4.9 * 
Anatomy of the growth in self-employment 


Dis 
showing the distribution of the change over the decade. Canada 


Self-employed Distribution of the total 
| 1901 | 1981__| Change | 1901 | 1961_| Change | 


By gender 
Males 985,090 890,120 94970 72.0% 81.3% 34.7% 
Females 883,105 204,675 178,430 28.0% 18.7% 65.3% 

By corporate status and gender 

Incorporated 465,320 326,854 138,466 34.0% 299% 50.6% 
Incorp. males 351,035 269,462 81,573. 25.7% 24.6% 29.8% 
Incorp. females 114,285 57 304 56,981 8.4% 52% 20.8% 
Unincorporated 902,875 767,941 134934 66.0% 70.1% 49.4% 
Uninc. males 634,055 620,658 13397 46.3% 56.7% 4.9% 
Uninc. females 268,820 147,371 121449 19.6% 13.5% 44.4% 
Male inc. rate* 35.6% 30.3% | 
Female inc. rate* 29.8% 280% 

Total 


Al self-employed . 1,368,195 1,094,795 273,400 100.0% 100.0% 25.0% 


businesses 


Women now represent 28% of all the self-employed; 
their incorporated businesses, however, represent only 8% of 
all self-employed businesses, compared to 26% for men (a ra- 
tio of 3.1 to 1); and their unincorporated businesses represent 
20% of all self-employed businesses, compared to 46% for 
men (a ratio of 2.4 to 1). 


** Source: 1981 Census, 1991 Census, Statistics Canada 
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This is changing and will change still more as women 
become more integrated among the self-employed. In the 
decade to 1991, incorporated businesses represented just 
over 50% of the increase in self-employment - and two out of 
every five of these were women. 


It Takes Time to Make an Entrepreneur 


The average age of entrepreneurs is markedly higher than that 
of employees, as was mentioned in Table 4.4. Chart 4.6 
shows why: the percentage of self-employed people younger 
than 25 is less than 5%, compared to 20% for employees. 


Chart 4.6 * 
The age distribution of the self-employed 


_ Percentage of all employees and of self-employed people in each age bracket. Atlantic 
| Canada, 1991 
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Only one quarter of the self-employed are younger than — 
35, compared to almost one half of employees. Clearly, self- _ 
employment demands experience as well as enthusiasm. 

At the other end of the scale, 18% of the self-employed 
are 55 or older, compared to 8% of employees. To put it in | 
another context, while the self-employment rate for all ages is 
9.5%, it varies widely between age brackets, from a high of — 
27% for those aged 65 and over, to a low of 1.7% for those 
aged 24 and under. At ages 25 to 34, the self-employment 
rate is 5.5% and at ages 55 to 64, it is 12.6%, an indication of 
the early retirement trend in large organizations, which forces 
many into self-employment because they are not ready to stop 
working. 


It Pays to be Self-employed 


The lure of self-employment is at least partly because the self- 
employed earn more than employees. As Table 4.10 shows, 
the self-employed averaged an income of $36,000 in 1991, 
compared to $27,000 for employees - or a premium of more 
than 30%. 

The self-employed premium was even greater in 1981, at 
32'2%, but 1991 was a tough year for the self-employed, who 
generally take a bigger hit in their incomes during a recession 
than do employees. This is particularly apparent in incorp- 
orated businesses, where the owners' incomes rose only 72% 
in the decade, compared to 80% for employees. Despite this 
Slower rise, incorporated businesses still earned, on average, 
almost $44,000 in 1991, compared to $27,000 for the work- 
force as a whole. It is likely that incomes for the self- 
employed will rise much more rapidly than it will for employ- 
ees in the next few years, as the recovery takes hold and the 
self-employed make up for lost ground. 

It is notable that, although self-employed women have a 
larger share of lower-paying unincorporated businesses, their 
incomes rose faster than that of men during the decade 
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_ (104% compared to 85% - in both cases five percentage 
_ points higher than for the workforce as a whole). 


Table 4.10 * 
It pays to be self-employed 


Average incomes in 1981 and 1991 for employees and the self-employed, by gender and 
corporate status. Canada. 


Nteoot ty 1981 Increase 


By corporate status 
Self-employed Lp ougey 980,026 $20,182 


Incorporated = SABES ERT 18. 
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Employees $26,542 Ae 


Total workforce ee $27,430 oe 


By gender 
BABIES Sys. an 4 $33,440 $18,607 


ee eM $10,1 
By gender for the self-employed 
Tele. 


‘The variances in income are not purely a function of 
corporate status, obviously. Education has a lot to do with it. 
People with post-secondary education earn, on average, 16% 


_ more than the average for the workforce in the region, while 
_ those with secondary education earn 16% less and those with 


less than grade 9 earn 20% less. Earnings for the self- 


employed are similar, although those with post-secondary 


education earn a little more relative to those with less than 
grade 9 than is the case with employees. 
The biggest variations in this pattern are for incorporated 


_ women and unincorporated men. Incorporated women with 


post-secondary education earn only 7% more than all incorp- 


_ *% Source: 1981 Census, 1991 Census, Statistics Canada 
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orated women, while those with less than grade 9 earn 35% 
less than the average. For unincorporated men, those with 
secondary education or less follow a pattern similar to that 
for all self-employed people, but the ones with post- 
secondary earn 27% more than the average, a reflection, per- 
haps, of professional doctors, lawyers, accountants and den- 
tists, who are generally unincorporated. 

Interestingly, it does not appear to make a big difference 
if people finish high school, when it comes to incomes, as 
Chart 4.7 shows. 


Chart 4.7 
Post-secondary education raises incomes 


Average income of employees and the self-employed according to the highest level of 
education reached. Atlantic Canada, 1991 
$40,000 


$30,000 
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employed 
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** Source: 1991 Census, Statistics Canada 
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There is relatively little difference in the average earnings 
of people with secondary education and with less than grade 
9 - whether they are self-employed or employees, although 
the income levels of the self-employed are, of course, higher. 

This chart does make it clear, however, that the income 
premium for the self-employed rises with higher education. 
This presents a bias against the region, because the self- 
employed in Atlantic Canada are less well-educated than em- 
ployees, as Table 4.11 shows. 

One-sixth (16%) of the self-employed in the region have 
less than grade 9 education, compared to 9% for employees; 
and fewer of the self-employed than employees have post- 
secondary education (52% compared to 54%). Incorporated 
people do much better, however, with 60% having post- 
secondary education. 


Table 4.11 * 


tion shown (less than grade 9, secondary and post-secondary), with details on the self- 
employed whose businesses are incorporated and unincorporated. Atlantic Canada, 1991 


Distribution by education level 
Post-secondary 


inc. females 
‘uninc.males = ss 1000% st 
uninc females 


Almost 60% of self-employed women have a _ post- 
secondary education, compared to 49% for men. Among em- 
ployees, 57% of women have post-secondary education com- 


“5 Source: 1991 Census, Statistics Canada 
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pared to 52% of men. The proportion of women with 
post-secondary education is the same as for men in incorp- 
orated businesses, but much higher in unincorporated busi- 
nesses (58% compared to 45% for unincorporated men). 
There is evidence that women prepare themselves more ext- 
ensively than men, so it is perhaps not surprising that they are 
better educated. 

The female income gap is explored more fully in Chart 
4.8, which shows that perhaps the most important factor is 
experience. 


Chart 4.8 * 
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Incorporated (and therefore more experienced) women 
have a smaller income gap than do unincorporated women, 


* Source: 199] Census, Statistics Canada 
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who are, with the exception of professionals, generally newer 
to self-employment than men. The recession makes these stat- 
istics difficult to interpret, however, because of the uneven 
impact of the recession on incorporated and unincorporated 
businesses, which makes the income gap bigger for the self- 
employed than for employees. 

| Looking at all components of the income gap for women, 
| Table 4.12 shows that it remains a major challenge. 


| Table 4.12” 
How incomes are apportioned 


| Average income, by corporate status, for full-time and part-time work, by bender showing 
| the percentage by which female income falls short of male income in each category. 
| Atlantic Canada, 1991 


| 
ecrporate status | Bothsexes | Males | Females | Wage gap 


| Full-time 

_ Employees ce Rey De tlee $19,401 35% 
Sat enplied eM cae a estads ee 
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| Unincorporated — -$33077 = $36,730 «= $1940 4% 
- Total $26219 $30,579 $19,481 36% 
| Part-time 

_ Employees $9,434 Daley es 086 11% 
“Selfemployed =» $16,419 $21,071 S174 4% 
_ incorporated pole 36% 

| Unincorporated = =«s—i“ “(tS 15017 $19,654 = $10,148 48% 

Total $9,835 ‘$H, 105 “992 200 17% 


| Note: The wage gap is the difference between incomes for males and females, expressed as a per- 
centage of the males’ salaries. 


For the workforce as a whole, women earn 42% less than 
men. However, that number obviously depends heavily on the 
/ mix of females and males in the workforce. Among the self- 
employed, more women are unincorporated and _ therefore 
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earn less, so, while the income gap for all self-employed is 
49%, it is slightly more respectable, at 40% for incorporated 
women than it is for unincorporated women who earn less 
than half. 

Even that bears further study, however, as a higher per- 
centage of women work part-time (30% of self-employed | 
women, compared to 10% of self-employed men). 

When part-time is factored in, the income gap for self- 
employed women is exactly the same for part-time and full- 
time, although the actual salary levels are about double for 
full-time. By contrast, for employees, the income gap is 35% 
for full-time and only 11% for part-time. Since the recession 
hit income levels harder for the self-employed than for emp- 
loyees, and since people with less experience suffer more, it is_ 
reasonable to suppose that the income gap for the self- 
employed will improve with the recovery. But it still has a 
long way to go. 
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A MESSAGE FROM 


The Honourable Lawrence MacAulay 


Secretary of State for 
the Atlantic Canada 
— Opportunities Agency 


ital io) 


I am pleased to introduce the fourth edition of The State 
of Small Business and Entrepreneurship in Atlantic Canada. 
Within these pages is the most current and comprehensive 
picture available of the activities, concerns, conditions and 
characteristics of the region’s growing pool of small- and 
medium-sized enterprises (SMEs). 


ACOA works, in partnership with businesses, business 
associations, educational institutions, provincial governments 
and other federal departments, to coordinate a wide variety of 
activities designed to improve the climate for business growth 
across Atlantic Canada and to provide resources for improving 
productivity and competitiveness within the private sector itself. 


The region both seeks and depends upon new business 
Opportunities at home and abroad. There are opportunities: at 
least 75 million consumers — and potential customers for 
Atlantic firms — reside within 1,000 kilometres of the region’s 
perimeters. At the same time, research indicates that the SME 
sector in Atlantic Canada is a net job producer, that SMEs are 
largely responsible for the diversification of the economy into 


high-growth and technology-based industries, and that SMEs 
are characteristically inclined to adapt rapidly to productive 
change. 


Since 1991, with the publication of the inaugural edition, 
The State of Small Business and Entrepreneurship in Atlantic 
Canada has been a key source of valuable information on the 
challenges and opportunities facing our region’s small 
businesses. In an information age, information is the currency 
of change. This document is intended to be useful for 
educators, business leaders, policymakers and entrepreneurs 
themselves, in their efforts to better understand the dynamics at 
work in our economy — the forces and trends that are shaping 
the future. 


I invite you to read on. 


DL ee Fa out 


Lawrence MacAulay, P.C., M.P. 
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EXECUTIVE SUMMARY 


Growing New Businesses 


The 1996 edition of The State of Small Business and 
Entrepreneurship in Atlantic Canada analyses the dynamics of 
growth in overall employment and number of businesses (by 
firm size) over the 1989-1993 period and presents summarized 
versions of recent research studies on home-based businesses, 
entrepreneurship among Francophones, young entrepreneurs, 
and entrepreneurship and education. It adds to the knowledge 
base on small business and entrepreneurship needs and issues 
established in the three previous editions of this report. 


During much of the 1989-1993 period, Canada experienced an 
economic downturn. While Atlantic Canada was certainly not 
immune to the recession, the region created new firms at a rate 
disproportionate to its size, outstripping the performance of the 
national economy. In fact, the region managed to increase the 
total number of businesses by approximately one percent per 
year. This compares favourably with the national performance 
which remained in a relatively stable position. 


By the end of 1993, there were over 926,000 employer-firms in 


Canada and approximately 90,000 in the Atlantic region (this 


includes public administration). The vast majority of these were 


"very small firms. By the end of 1993, over 75% of all firms in 


Atlantic Canada had fewer than five employees; 89.4% had | 
fewer than 20 employees and 95.2% had fewer than 100 


_ employees. 


From 1990-1993, firms with fewer than five employees were 


_ responsible for the total increase in the number of firms in the 


_tegion, experienced the highest number of entrants and exits, 
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and the highest percentage increase in number of firms (5.1%) 
in any size category. There was virtually no change in the 
number of firms with more than one hundred employees. The 
average annual rate of new business entries over the four-year 
period was 20.2% while the average annual exit rate was 19.2%. 
These rates for Canada were both 15.5% (thus no net gain). 
This reflects a considerable amount of turbulence within the 
small and medium-sized enterprise (SME) sector as relatively 
high numbers of businesses entering the economy are partially 
offset by high numbers exiting, especially in the smallest firms 
(under 5 employees). However, the base of firms continues to 
grow as evidenced by more recent data that between 1993 and 
1995, the net number of businesses increased by 4.1% in 
Nova Scotia, 6.1% in New Brunswick, 5.3% in Prince Edward 
Island and 0.9% in Newfoundland and Labrador. This compares 
to a national increase of 4.3%. There are in excess of 17,000 
new firm entries on an annual basis. The high entry rate, 
coupled with a high exit rate also means that the average firm 
age is decreasing. In 1993, Atlantic Canadian firms had an 
average age of 5.2 years compared to 6.5 years for Canada. 


Growth in overall number of firms varies by sector. The 
strongest growth was in Personal and Business Services and in 
Community Services. The highest entry rates were in Primary 
Industries (21.1%), Accommodation and Food (21.0%) and 
Business Services (20.8%). Among the highest exit rates were 
businesses in Primary Industries (26.1%), Mining (20.0%) and 
Accommodation and Food (18.5%). 


Shrinking firms (“sliders”) outnumbered growing firms by 
approximately four to three; only 4% of all firms grew into the 
next employment size category over the 1990-1993 period: 
Again, however, the very small business sector generated the 
highest number of growing firms. Larger firms, those with over 
100 employees, tended to shrink. 


Vill EXECUTIVE SUMMARY 


er 


Anatomy of Job Creation 


While overall employment levels in Canada declined over the 
1990-1993 period, the Atlantic region performed much better 
than the country as a whole. Employment in Canada declined 
by 7% compared to 5% in Atlantic Canada. The decline in 
Atlantic Canada was influenced primarily by the loss of some 
30,000 jobs resulting from the closure of the groundfish fishery. 


_ From 1989 to 1993, the small firm share of total employment 


increased from 38.4% to 41.1%; the SME share increased to 
53.5%; the large firm share dropped to 46.4%, a trend which 
has been occurring over the past ten years. In 1979, large firms 
accounted for 54% of total employment. 


Firms in Atlantic Canada with fewer than five employees were 


_ the only significant employment creators over the four-year 
_ period, in spite of their volatility (high entry and exit rates). 
_ Employment in these micro-firms increased by 22,600 while 


| 


t 
| 99,000 jobs. This was a bright spot in an economy which saw 


employment in medium to large firms (>100 employees) 


decreased by 51,700. Small businesses also led the way out of 


' the recession. Between late 1994 and the end of 1995, firms 


with fewer than 50 employees created 13,500 of the 17,300 or 
.78% of the net new jobs in the Atlantic region. 


Over the period, about 167,000 gross new jobs were reported 
_ through Statistics Canada Employment Dynamics data. Almost 
three-quarters of these gross new jobs were created by new firm 
entries - a total of 72,384 new firms contributed 121,900 gross 
new jobs. The greatest percentage of these new jobs (43%) 
occurred in firms which started with fewer than five employees. 
Notwithstanding the jobs lost due to new firms which did not 
survive the four-year period, the net impact was an additional 


an overall employment decrease of 46,500. 
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The remainder of the gross new jobs were created by the 4% 
(3,200) of firms which grew into the next employment size 
category (41,700 jobs) and the firms (47% of the total) which 
added employees but did so within the same size category 
(3,800 jobs). Thus, 4% of existing firms created almost a 
quarter of total gross new jobs and about 90% of jobs created 
by existing firms (as opposed to new entries). In addition, the 
142 firms which grew rapidly (only 0.16%) created 5,400 jobs, 
again exclusively in the small firm sector. 


Many more jobs were lost by “sliders” or shrinking firms than 


were created by “growers”, and job losses from exiting firms, — 


especially among larger firms, exceeded job gains from entrants. 
As a group, firms that existed at the end of 1989 experienced 
decreases in employment across the board by the end of 1993. 
Only jobs created by new firms provided relief. About 44% of 
the firms which existed in 1989 no longer existed by the end of 
1993, taking over 113,000 jobs with them (over half of the gross 
job loss). The 5% of total firms which shrank produced over 
one-third of the gross job losses. 


The dynamic of employment creation and loss varied within — 


industry sectors and by province. The biggest net increases by 
industry sector were in Transportation, Communications and 


Utilities (14%), Personal and Business Services (13%) and — 


Community Services (13%). The greatest losses were the 
Goods-Producing sector (16%) and Wholesale Trade (13%). In 
terms of provincial comparisons, over 80% of total employment 


loss in the region occurred in Newfoundland and Labrador and _ 
in Nova Scotia. In all four provinces, the micro-firms (under _ 


five employees) were net employment generators. 
Self-employment in Canada and the Atlantic region also grew 


substantially over the period from 1989 to 1995. Between 1989 
and 1991 self-employment in the Atlantic region increased by 
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7.7% (reaching 135,000) compared to 6.6% in Canada. After 
a slight setback in 1992 as a result of the impact of problems 
related to the fishery, the Atlantic region again outpaced the 
country as a whole in self-employment growth. Between 1992 
and 1995, self-employment in the region grew by almost 13%. 
In Canada, growth over the same period was only 11%. 


Home-Based Business 


This edition of Zhe State of Small Business and 
Entrepreneurship in Atlantic Canada reports on two studies 
related to home-based business. The first is an Atlantic Canada 
study carried out by The Rural and Small Towns Programme at 
Mount Allison University. The second is a study by the 
Economic Recovery Commission of Newfoundland and 
Labrador. Each study is quite comprehensive, providing a 
_ profile of home-based business and addressing the problems and 
_ opportunities faced by this sector of economic activity. 


_ Many issues were addressed in these studies but, in general, it 
_ can be said that: | 


° home-based businesses make a_ significant 
contribution to household income; 
° there are important advantages to locating in the 


home that are not available to owners of 
businesses operating from commercial 
establishments (life style, family care, costs); 

° the positive impacts on family life far outweigh the 
negative; 

° while the home is seen by many as an incubation 
location, a significant percentage of firms remain 
in the home for long periods of time; 

° family members play an important role in home- 
based enterprise as employees or helpers; 
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° various forms of technology are being used as aids 
in operating a business from the home. 


While there appears to be a very positive perception of home- — 
based enterprise on the part of the owners, three major problems — 
have been identified: 


° lack of planning 
° poor regulatory environment 
° limited government support 


Entrepreneurship among Persons with Disabilities 


Because a very high percentage of business owners with 4 
disabilities operate from the home, the results of a Nova Scotia ~ 
study were also included in this chapter. ¥ 


This study reported on some of the problems faced by disabled 
persons, although the respondents indicated that their disabilities 
did not present insurmountable barriers to their work. The — 
problems these individuals faced can be summarized in the © 
specific recommendations that resulted from the findings of the % 
report: 


° improve access to training opportunities for — 
entrepreneurs with disabilities; : 

° develop financial assistance programs targeted to — 
entrepreneurs with disabilities; 

° establish a network of entrepreneurs with 


disabilities to act as mentors. 
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Entrepreneurship among Francophones 


A study conducted by the Conseil économique du Nouveau- 
Brunswick (CENB) in 1996 represents the only attempt to 
document and analyze the entrepreneurial phenomenon within 
the francophone community in the region in the last number of 
years. The purpose of the CENB study was to better 
understand Acadian entrepreneurship and to utilize knowledge 
of the entrepreneurial process among Francophones to further 
enhance the contribution they make to the economy of Atlantic 
Canada. More specifically, the study provided valuable 
information concerning the profile of these entrepreneurs and 
their ventures, as well as information on the support structures, 
especially financial support, utilized by francophone 
entrepreneurs. 


As with most entrepreneurs, the need to achieve and to be in 
control were the primary motivators underlying the decisions of 
francophone entrepreneurs to establish businesses. The majority 
of their businesses were incorporated (56%), family-owned 
(70%), started from scratch (73%), in the service sector (55%), 
and had annual sales of less than $500,000 (52%). In addition, 
a significant proportion (43%) of Acadian entrepreneurs owned 
more than one business. 


Again, much like all entrepreneurs, financing and financial 
‘support were significant issues. Although requirements for 
Start-up capital were fairly small, personal guarantees and an 
over-reliance on debt were the major financing problems faced 
by Acadian entrepreneurs. Females also experienced the added 
problem of insufficient collateral. In terms of non-financial 

support, it appears that francophone entrepreneurs prefer to rely 
on internal resources. The majority of francophone businesses 
did not have a board of directors and of those that did, the 
internal board members, such as spouses, employees and 
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partners, were considered to be the most valuable. Similarly, a 
significant percentage (44%) did not utilize any outside 
marketing support. 


Overall, three key issues were identified in order to enhance the 
growth of Acadian entrepreneurship in the region. First, many 
entrepreneurs are satisfied with the status quo and resist sharing 
ownership. As a result, growth-willingness needs to be 
encouraged and promoted. Second, these firms are confronted 
with a capital market that appears to be inefficient. There is a 
need for better access to capital, especially equity, improved 
venture proposals, more effective investment mechanisms and 
improved information flow. Finally, there appear to be gaps in 
the support network and some resistance on the part of 
entrepreneurs to utilize the support that 1s available. Mentoring 
and networking can be used much more effectively to support 
the start-up and growth of firms owned by francophone 
entrepreneurs. 


Entrepreneurship and Youth 


To date, very little research has been undertaken to document 
and analyze the needs of young people with respect to starting 
and growing small businesses. As a result, in 1995 ACOA 
undertook an exploratory study based on surveys of existing 
young entrepreneurs, young people who want to become 
entrepreneurs, and a number of interviews with representatives 
of the banking community and small business support 
organizations. In addition to information on support programs, 
the ACOA report provided some useful insights into the profile 
of young entrepreneurs and their businesses, their motivations 
for establishing ventures and the barriers they faced at the start- 
up and growth stages of their businesses. 
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_ These young entrepreneurs were approximately 22 years old at 
start-up, were well educated and had almost five years of work 
experience in small private firms before going into business for 
themselves. In addition, approximately 40% had established 
- more than one business and these multi-firm owners had created 
more employment and generated greater revenues per firm than 
_ their single-firm counterparts. 


The desire for independence and the need for personal 
_ accomplishment were the primary factors cited by young people 
for pursuing an entrepreneurial career strategy. Interestingly, 
the lack of job opportunities was not cited as a significant 
influencing factor. Parental influence was an important factor 
_with young people, especially the established entrepreneurs, 
_ 43% of whom had self-employed parents. 


Access to financing was the most significant barrier faced by 
young entrepreneurs. Personal resources and various 
government departments and agencies represented the primary 
sources of capital for young entrepreneurs. The majority of 
_ young entrepreneurs relied primarily on themselves and their 
_ close personal networks to overcome various obstacles. This 
has significant implications for the development and delivery of 
various support programs targeted towards young 
_ entrepreneurs. 


Overall, while it is generally acknowledged that much has been 
_ done in recent years to encourage an entrepreneurial spirit in 
_ youth and to support their efforts to start businesses, the number 
-and the proportion of young people interested in 
entrepreneurship and self-employment still lags well behind the 
general population. As a result, there is a significant 
_ Opportunity associated with encouraging young people to 
- consider an entrepreneurial career. While efforts in this area 
have improved, much more can and should be done. In 
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particular, access to capital and other support must be improved 
and young people must be encouraged to take full advantage of 
the support structure. This will require innovative and 
collaborative programming tailored specifically to the needs of 
young entrepreneurs. 


Entrepreneurship and Education 


The years between 1990 and 1996 saw major efforts to refocus 
the education system at all levels toward the encouragement of 
entrepreneurship. The basis of much of this effort, especially at 
the secondary level, was the completion in 1989 of the Projet 
Entrepreneurship Project (PEP). This report examined the 
degree to which grade 12 students were exposed to 
entrepreneurial concepts during their twelve years of schooling 
and recommended modifications to enhance the development of 
an entrepreneurial culture in the region. Following its release, 
all four Atlantic provinces undertook initiatives designed to 
introduce entrepreneurship education at various grade levels. 


The first of these initiatives focused on the high school system — 
and led to dramatic increases in the number of enterprise or 
entrepreneurship courses available to students throughout the 
region. Students can now learn more about business through a 
variety of delivery methods including in-class presentations and 
lectures, guest speakers drawn from the business community, 
analysis of locally-based case materials, and the completion of 
entrepreneurial projects. This exposure enables the students to 
increase personal networks both inside and outside the school 
environment, to become more aware of the role of business and 
business owners in their communities, and to learn more about 
the economy of the region. 


In order to measure the short-term impact of these efforts to 
inculcate entrepreneurial knowledge and skills, the Université de 
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Moncton followed up the original PEP study in 1995 with a 
survey of grade 12 students’ attitudes toward entrepreneurship 
and compared the results with the 1989 study. Overall the 1995 
students exhibited similar characteristics to those of the 1989 
group. There was, however, evidence that the 1995 students 
were provided with more opportunities to develop the qualities 
of entrepreneurs and that exposure to the world of business had 
increased as did social contacts with entrepreneurs. These 
students also had a more positive perception of business people 
and the role of business, particularly small business, in the 
community. About one quarter of the students surveyed in 1995 
expressed high intentions to own their own business someday. 


The report revealed a number of differences between 
-anglophone and francophone students, males and females, and 
between provinces. Additional analysis included a comparison 

of the intent to become an entrepreneur with other survey 
variables. The best predictors of entrepreneurial intent were 

personal competencies, knowledge, and skills, which were 
influenced by exposure to the world of business, social contacts 
with entrepreneurs, and socioeconomic factors. 


‘There has also been an impressive growth in the number of 
entrepreneurship programs offered at post-secondary institutions 
‘in the region. Twenty-nine of thirty respondents to a survey 
conducted by Memorial University’s P.J. Gardiner Institute for 
Small Business Studies reported that entrepreneurship courses 
played a significant role in their curricula. Over one half of the 
programs were introduced during the 1990s, mainly in response 
to an increase in student interest and a need perceived by the 
institutions for this type of education. Twelve of the institutions 
also indicated that they offered some type of outreach 
entrepreneurship education program to non-traditional learners. 
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BACKGROUND AND 
INTRODUCTION 


_ As background to this report, it is important to have an 
_ understanding of the Atlantic region economy, in particular its 
_ demographics, economic circumstances and future outlook. 


_ The Atlantic Economy in Perspective 


The four provinces in Atlantic Canada cover 195,000 square 
_ miles of land or 5% of the area of Canada. As of January 1, 
1996, 2.4 million people lived in the region or 8.1% of the 
_ Canadian total. Growth in the Atlantic Canadian population has 
_ been much slower than the national average. While the national 
_ population grew by 49.7% during the 30-year period between 
1961 and 1991, the population of Atlantic Canada increased by 
only 22.4%. Factors contributing to this include the tendencies 
_of Atlantic Canadians to migrate to more prosperous parts of 
Canada and of immigrants to settle in larger provinces. The 
small population base and resulting small domestic market have 
_ been major impediments to enhancing economic development. 


People are more likely to live in rural areas or smal! towns in 
Atlantic Canada (45% of the population) than in Canada as a 
whole (25% live in rural areas). Nova Scotia has Atlantic 
Canada's largest urban agglomeration, the Halifax metro area, 
whose population of about 300,000 is one-third of the 

province's total. Other large centres (over 100,000 people each) 
are St. John's, Newfoundland and Saint John and Moncton, 
_ New Brunswick. Since only a portion of the region's population 
is located in large metropolitan areas, concentrations of 
population required to sustain a large and diversified set of 
economic activities are lacking. 
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Atlantic Canada developed a dependency on resource industries 
early in its history and continues to rely on fishing, mining, 
forestry and agriculture, more than other parts of Canada. The 
region's dependency on resources has led to the establishment of 
many small communities in isolated areas. In Atlantic Canada, 
856 communities or 96% out of a total of 892 have a population 
of less than 10,000. In 1991, 349 communities could be 
classified as single industry communities, where one industry 
accounts for 25% or more of the total labour force. Almost all 
of these communities are reliant on the resource sectors for their 
employment. In many of these communities, the resource 
sectors, both primary and processing, account for almost all of 
the non-government employment. Employment in these 
communities has become much more vulnerable, due not only to 
resource depletion but also mechanization. 


Economic Circumstances 


The performance of the economy of Atlantic Canada has been 


influenced by a number of key demographic trends, such as slow — 


population growth, few large urban centres and a significant 
number of widely-dispersed small communities. In addition, the 
dependence on natural resources for employment has led to the 
seasonal nature of the economy. Atlantic Canada's economy is 
much more sensitive to seasonal swings in employment than the 
rest of the country. 


The Gross Domestic Product (GDP) of the region was $47.1 


billion in 1995 or 6.0% of the Canadian total. The goods- 
producing industries accounted for 27.5% of the region's 
economic output in 1995, while the service-producing industries — 


accounted for the remaining 72.5%. 


Natural resources in Atlantic Canada continue to provide the 
foundation for the region's economy. These industries and their 
associated processing activities accounted for 44% of output in 
the goods-producing industries in Atlantic Canada during 1995. 
Resource-based industries accounted for 12% of Atlantic 
Canada's total real Gross Domestic Product in 1995 and 13% of 
the region's total employment. In addition, these industries 
indirectly generate significant economic spin-offs in the rest of 
the economy through the intermediate purchase of goods and 
Services. 


Exports have largely underpinned economic growth. The value 
of exports was equal to 22% of the region's GDP in 1995. 
Major commodity exports include wood pulp, newsprint, coated 
paper, lumber, fish products, potatoes, gasoline and fuel oil, iron 
ore, lead, zinc, potash and tires. Exports to the United States 
represent over two-thirds of total foreign exports. Other major 
_ markets include Western Europe and Japan. 


The region's exports are dominated by natural resource 
products. Total foreign exports from Atlantic Canada amounted 
to $10.5 billion in 1995, of which $6.9 billion or 66% were 
natural resource products. The resource industries are expected 
to continue to stimulate economic activity in the region. New 
mineral discoveries, offshore energy development, aquaculture 
and ocean industries all represent continued utilization of the 
region's natural resources. 


Over the last 20 years, economic growth in the Atlantic 
provinces lagged that of the nation, with real GDP increasing at 
an annual average rate of 2.1%, compared with 2.7% for 
- Canada as a whole. During the late 1980s and early 1990s, 
Atlantic Canada has been slowly adjusting to globally 
competitive market conditions and rapid technological change, 
while at the same time, experiencing downsizing in the public 
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sector and restructuring in the resource industries. The recovery 
from the 1990-91 recession was led by strong export markets; 
however, consumer markets have been soft and job growth 
weak. 


The Atlantic economy has begun to transform itself, with 
emerging growth areas being found, not only in knowledge- 
based industries, but in the traditional industries as well. In 
Newfoundland, a number of high-growth industries, such as 
information technologies, aquaculture and adventure tourism are 
becoming increasingly important in the diversification of the 
economy. In Prince Edward Island, potential growth 
Opportunities have been identified in food processing 
and research, tourism and the service-sector. Health care 
services, computer-software manufacturers, marine-related 
instrumentation and biotechnology are a few of the key growth 
industries in Nova Scotia that are being developed from the 
knowledge base that resides in the province. New Brunswick 
continues to diversify its economy, with the establishment of 
several call centres by major national and _ international 
companies. 


Despite the recent growth among the various traditional sectors 
and diversification of the economy into new areas, there are 
major challenges that need to be addressed to reduce regional 
disparity. Some improvement has taken place; however, 
Atlantic Canada's earned income per capita is only at 75% of the 
national level and the region's unemployment rate is still almost 
four percentage points higher than the national rate (13.4% 
compared to 9.5%). Labour market participation rates are 
below the national level (58% versus 65% nationally) and the 
self-employment rate is two percentage points below the 
national average (13.4% compared to 15.5%). Low 


productivity levels remain a problem with improvements being | 


hindered by the slower rate of advanced technology adoption, 
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low levels of research and development and a less educated 
workforce. 


Current Situation 


The economy of Atlantic Canada experienced weak economic 
conditions over the first half of this year. Average monthly 
employment during the first six months of 1996 was basically 
_unchanged from year ago levels. Employment was up 1.3% for 
_ Canada as a whole for the same period. Modest employment 
_ growth in the three Maritime provinces was offset by job losses 
in Newfoundland. Employment fell by 11,000 in Newfoundland 
_ during the first half of the year, with losses concentrated in the 
service industries. 


Reflecting the weak job market was the 1.5% gain in labour 
income in Atlantic Canada during the first quarter of the year. 
The unemployment rate averaged 14.6% during the first six 
months of the year, down slightly from the comparable 1995 
level of 14.9%. The average participation rate fell slightly from 
57.4% to 56.9% during this period. 


With the slowdown in sales of forestry products, industrial 
goods and machinery and equipment, export growth has been 
modest so far this year. During the first four months of 1996, 
the value of foreign exports in Atlantic Canada increased by 
5.3%. Public and private investment is expected to decrease by 
2.3% in Atlantic Canada during 1996, mainly due to the winding 
down of the Hibernia project. Overall, according to the 
Conference Board of Canada, the Atlantic economy is expected 
to increase by only 0.7% for 1996, the same rate of growth as 
1995. Economic growth of 1.8% is estimated for Canada as a 
whole. 
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Medium-Term Outlook, 1996-2000 


Over the medium term, the economies of both Canada and the 
United States are forecast to experience moderate growth. 
Over the 1996-2000 period, economic growth in Atlantic 
Canada is forecast to average 2.1%, slightly lower than the 
2.6% rate of increase predicted for Canada as a whole. 
Employment in the region is forecast to increase at an average 
rate of only 1.3%, compared with a national rate of 2.2%. 


Since Atlantic Canada's resource industries represent 44% of the 
region's goods-producing output and its public sector represents 
40% of the region's service output, the performance of these 
two sectors determines the overall pace of economic expansion. 
Several major projects in the resource sector are expected to be 
undertaken over this period; however, this activity will be 
partially offset by government restraint. 


In addition, Atlantic Canada 1s expected to register very weak 
population growth over the next five years, averaging just 0.2% 
compared with 1.1% for Canada as a whole. Slower population 
growth coming from continued net out-migration will dampen 
economic activity and depress job growth. 


The 1996 Report 


This background discussion serves as a backdrop for the 1996 
State of Small Business and Entrepreneurship in Atlantic 
Canada. Previous editions have documented the contribution 
of small firms and entrepreneurship to economic development 
and growth and have profiled research in the region related to 
such themes as female entrepreneurship, small business financing 
and entrepreneurship education. The current edition extends the 
analyses of growing small businesses (chapter 1) and the 
anatomy of job creation (chapter 2), summarizes recent 
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contributions to the empirical knowledge base in the areas of 
home-based business (chapter 3), entrepreneurship among 
francophones (chapter 4) and entrepreneurship and youth 
(chapter 5), and updates the research effort in the area of 
entrepreneurship education (chapter 6). 


Chapters 1 and 2 are based largely on Statistics Canada data and 
provide the specifics of firm dynamics and employment 
dynamics for the period from 1990-1993 with comparisons to 
_ previous periods where appropriate. 


The theme chapters are based on current studies and are 
intended to get behind the broad-based statistical data in an 
effort to understand components of the economy that underlie 
the entrepreneurial activity that so clearly contributes to the 
economic strength of the Atlantic Region. The better these 
components are understood, the better governments and other 
private sector and quasi-government partners can design and 
implement programs that have a positive impact on employment, 
income and the general economic and social well-being of the 
region. 
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CHAPTER 1 
GROWING SMALL 
BUSINESSES 


The 1994 State of Small Business and Entrepreneurship in 
Atlantic Canada identified entrepreneurship as the main engine 
of growth in the Atlantic region and presented statistical data to 
support that claim. Economic statistics for the period 1990- 
1993 continued to demonstrate the importance of small firms to 
the region, and, in fact, to the nation. There were, however, 
some indications that the rate of increase in the number of firms 
generated in previous time periods might be slowing. Analysis 
of the dynamics of small business entries and exits reveals that 
the region experienced a decline in the rate at which businesses 
were being started and a relatively high rate at which businesses 
were exiting the economy. The number of new firms entering 
the region’s economy on an annual basis has decreased each 
year since 1990; however, in 1993, this was still in excess of 
17,000 business entries. 


This chapter contains a four-year analysis of data derived from 
Statistics Canada’, focusing on business entries and exits. In 
teviewing this material, however, it must be kept in mind that 
both the region and the nation were in the throes of a recession 
for much of the 1990-93 period, and that the statistics will 
reflect that fact. Since that period, there has been a gradual 
improvement in the economy, and one would expect a 
| Data in this chapter, unless otherwise stated were sourced from Employment Dynamics, Business Size and 
Life Status, Small Business and Special Surveys Division, Statistics Canada and from a special run of 
Employment Dynamics. There was a structural change in the Statistics Canada database in 1989 and, 
currently, data prior to 1989 are no longer comparable with data after 1989. The structural change consists 


| of a change from the 1970 SIC system to the 1980 SIC system as well as a change from Business Register 
Division's BRID system of business identification to the current CFDB system (Central Frame Data Base). 
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corresponding improvement in the growth of new firms. In fact, 
the Atlantic provinces outperformed the remainder of the 
country in firm creation from 1990 to 1993, good news in a 
region which depends heavily on entrepreneurship as a vehicle 
for growth. 


Distribution of Firms by Industry Sector 


Despite the recession experienced throughout most of the early 
1990s, the number of firms operating in Canada remained 
relatively stable between 1989 and 1993. The economy started 
the period with 926,653 firms and ended with 926,935. As 
Table 1.1 indicates, however, there were variations among the 
industry sectors. The most significant increase in the number 


Table 1.1 
Distribution of Firms by Industry Sector, Canada 
1989-1993 
Industry # of Share # of Share Net change 
sector firms of firms of in # of 
1989 total 1993 total 
eee ae 
Goods-producing ; 245-711 26.5 237,219 25.6 -8,492 
Trade 196,200 2h hee 197,671 21.3 +1,471 
Market Services 364,343 39.3 390,023 42.1 +25,680 
Funded Sector 68,322 7T4 TiO 25 8.4 +9,603 
Unclassified 32,077 5.6 24,097 2.6 -27,980 
All INDUSTRIES 926,653 100.0 926.935 100.0 +282 


Source: Employment Dynamics 
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of businesses, 25,680, occurred in market services’; the funded 
sector contributed a net increase of 9,603 firms. Almost 8,500 
firms were lost in the goods-producing sector between 1989 and 
1993. Unfortunately, it is difficult to interpret these numbers in 
light of a huge shift of firms out of the “unclassified” category, 
which resulted from the changes to the Statistics Canada 
database. 


In Atlantic Canada, and in each of the four provinces, there 
were net gains in the total number of firms during the four-year 
period. Tables 1.2 and 1.3 show that these increases occurred 


Table 1.2 
Distribution of Firms by Industry Sector 
Atlantic Canada 
1989-1993 


Industry # of Share # of Share Net change 
sector firms of firms of in # of 
1989 total 1993 total firms 
ieee bla 
| 
Goods-producing 230 17, 273 25,429 28.6 +1,852 
_ Trade 18,132 anu 18,910 pail? TTS 
Market Services a eA | 59 36,494 41.0 aT TS 
Funded Sector 5,847 6.8 6,485 vee + 638 
Unclassified 5,031 5.8 WTS 19 ei3,313 
All INDUSTRIES 86,308 100.0 89,036 100.0 +2,728 


. 
. 
a a PL SSE STN A IE PL EET NE IDS DIS NTR IO IE EL SII TT LT ASA AE AGL TES SIL YS A OT DIE LEY TE CRIES 


Source: Employment Dynamics 


) 9: : 
_~ The market services sector consists of Transportation, Communications and Utilities, Finance, Insurance 
_ and Real Estate, and Personal and Business Services. 


8 : : 
_~ The funded sector consists of Community Services (education, health and welfare) and Public 
_ Administration. 
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Table 1.3 
Net Change in Number of Firms 
by Province and by Industry Sector 
1989-1993 


Goods-producing 860 328 529. iso 1,852 
Trade Sh 243 109 54 778 
Market Services 1,142 1,116 505 10 2,113 
Funded Sector 593 - 365 287 123 638 
Unclassified -1,110 -1,022 -1,012 - 169 -3,313 
All Industries 1,857 300 418 153 2,728 
SIC Industries 2967, Lae 1,430 o22 6,041 
% of 1989 aS: 4.4 5.6 4.8 7.4 
SIC Firms 


Source: Employment Dynamics 


in every major sector except for the funded sector in Nova 
Scotia. The total number of firms in the region increased by 
2,728 over the period compared to an increase of only 282 for 
Canada as a whole (including Atlantic Canada). This illustrates 
that, while Atlantic Canada was certainly not immune to the 
recession, the region did create firms at a rate disproportionate 
to its size. The market services sector, the largest of the major 
sectors, led the way. It is worth noting that this sector tends to 
be comprised of a relatively large number of small firms. 


A surprising fact in view of the well-publicized problems in the 
region’s fishery was that Atlantic Canada’s goods-producing 
sector grew by 1,852 firms. In fact, during the course of this 
analysis it was found that similar anomalies of increasing number 
of firms, often coupled with decreasing employment levels, 
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existed in other sectors of the economy and within firm size 
categories. Some of these will be commented on later. 


Entries and Exits 


It is generally agreed that small businesses have high mortality 
rates during their first years of existence. As a result of this, a 
growing economy needs a constant supply of new firms which 
can generate employment and wealth, and which hopefully can 
“beat the odds” of survival. These new businesses must also 
replace employment losses in firms which decline over a period. 
It becomes important then to assess the region’s performance 
with regard to business entries and exits as an indicator of the 
dynamics of new firm creation. 


In the context of this discussion, “entries” are defined as 
businesses that enter the region’s economy during a particular 
period. Entry rates are calculated by dividing the number of 
entries by the number of firms which existed at the beginning of 
the period in question. “Exits” are firms that have left the 
economy in a particular period; exit rates compare exits with the 
number of firms in existence at the beginning of the particular 
period. It must be kept in mind that exits are not necessarily 
failures. In fact, firms of all ages are discontinued for a number 
of reasons, including mergers, acquisitions, and voluntary 
closures. In some cases a change in legal status, name change, 
or change in ownership may also appear as an exit in Statistics 
Canada reports. Firms may also simply become inactive for a 
period of time and reappear later as a contributor to the 
economy. 


‘GROWING SMALL BUSINESSES 13 


Table 1.4 
Average Entry and Exit Rates for Businesses 
Canada, Atlantic Canada and Provinces 
1990-1993 


Entry rate Exit rate Net gain in Average 
# of life 


businesses expectancy 


Source: Special run of Employment Dynamics 


Table 1.4 provides a summary of entry and exit rates for each 
province, for the region, and nationally for the 1990-1993 
period. The table indicates that, despite the relatively low 
economic growth experienced throughout the region during 
that period, the average annual entry rate for new businesses 
remained relatively high at 20.2%. This compares very 
favourably with the national entry rate of 15.5%. 


Table 1.5, which presents annual entry rates for each province, 
for the region, and nationally, indicates a slow-down in the 
region’s start-up rate from 21.9% to 19.1% over the four-year 
period. This parallels the national experience, which saw a 
decline in entry rates from 17.2% to 14.7% over the same 
period. 
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Table 1.5 also demonstrates that the four-year decline in start-up 
rates was experienced by all provinces. Newfoundland and 
Labrador continued to lead the region in business start-up 
performance with an average annual growth rate of 25.8%, but 
its decline was also the most precipitous, from 28.8% to 24.3%, 
perhaps because of the impact of the closure of the northern cod 
fishery on rural areas of the province. The other three provinces 
lagged somewhat. Nova Scotia’s rate of decline was lowest, 
from 19.2% to 18.0%. Although New Brunswick experienced 


the lowest start-up rate, an average of 17.6%, this was still 


commendable when compared with the 15.5% experienced 
nationally. 


Table 1.5 
Trends in Business Entry Rates‘ 
Canada, Atlantic Canada and Provinces 
1990-1993 
(%) 


Source: Special run of Employment Dynamics 


As might be expected in light of the economic climate, the 
region experienced high business exit rates between 1990 and 


1993. Table 1.4 indicates that the Atlantic average annual exit 
rate of 19.2% was much higher than the national average of 


d Rome 
Annual start-up rates expressed as a percentage of the total firms in existence during the year. 
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15.5%. However, the region generated a net increase in firms 
of 1.0%, whereas the national entry and exit rates were about 
equal. Newfoundland and Labrador had the highest exit rate, at 
23.8%, but managed to retain a net gain in businesses of 2.0%, 
also the region’s highest. Given the low average life expectancy 
of firms in that province, however, this net increase was 
certainly necessary. The other three Atlantic provinces were 
much less volatile, experiencing both lower entry and exit rates. 
Despite having the lowest exit rate in the region, New 
Brunswick generated the lowest net gain in new firms, at 0.4%. 
Again, however, each of the provinces outperformed the nation, 
which essentially had no net entries. 


Although the data presented here might appear to indicate an 
unusually high turnover in firms, it must be remembered that 
small firm entries and exits are always somewhat turbulent, and 
that this turbulence was magnified by the recession which the 
region experienced during the period under review. It is to the 
region’s credit that such a positive result was attained under 
these circumstances. 


As with business start-ups, there were wide variations among 
the provinces with regard to business exits. Table 1.6 provides 
an overview of exit activity by province, together with a 
comparison of regional and national rates. Once again, the 
highest rate belonged to Newfoundland and Labrador, which 
actually experienced two years of decline prior to the sharp 
increase in 1993. The most noteworthy increase was Prince 
Edward Island, which increased from just under 17% in 1990 to 
nearly 21% in 1992 before dropping to about 19.5% in 1993. 
New Brunswick, despite experiencing a decline from just under 
19% in 1990 to just over 16% in 1993, also had the lowest 
retention rate in the region, reflecting its relatively low entry 
rate. By comparison, the national rate decreased from just over 
16% to just under 15% over the same period. 
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Table 1.6 
Trends in Business Exit Rates> 
Canada, Atlantic Canada and Provinces 
1990-1993 
(%) 


_ Source: Special run of Employment Dynamics 


_ The net effect of this activity was that, although entry rates have 
maintained a level in the range of 20%, an increase in exit rates 
_has restricted the net growth in firms. Table 1.7 provides an 
analysis of the net growth in businesses by year. Net gains in 
_ the number of businesses declined steadily from 2.13% in 1990 
to a net decrease in 1993. While this was still better than the 
national performance, it should not be considered acceptable in 
a region which must rely heavily on new businesses to revive its 
lagging economy. . 


More recent but less complete data suggest that the Atlantic 
economy is slowly beginning to improve. Between 1993-1995, 
the number of businesses increased by 4.1% in Nova Scotia, 
6.1% in New Brunswick, 5.3% in Prince Edward Island and 
0.9% in Newfoundland. This compares to a national average of 
43%. 


5 : : bail : 
Annual business exits expressed as a percentage of total firms in existence during the year. 
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Table 1.7° 
The Dynamics of a High Turnover 
Atlantic Canada 
1984-1993 


Year Total # of Entries Exits 

firms the this year identified 

year before this year 
1984 69,126 13,895 1Or199 3,696 
1985 72,822 14,244 10,126 4,118 


1986 76,940 14,867 10,982 3,885 
1987 80,825 15,796 6 a be a 


Pisa | saat | irae | nane [| 
at ar oe ee 


Source: Special run of Employment Dynamics 


In order to identify areas of strength and weakness within the 
region it is useful to examine entries, exits and net retentions 
within various industry sectors. This information is presented in 
Table 1.8. 


6 ne : 
Note: Statistics Canada has modified the manner in which the data presented in Table 1.7 is compiled. 
Readers are cautioned that direct comparisons between pre-1990 and post-1989 data may not be possible. 
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Table 1.8 
Entries and Exits by Industry’ 
Atlantic Canada 
1990-1993 


Source: Employment Dynamics 


Note: Abbreviations - Transportation, Communications and Utilities (T, C & U), Finance, Insurance and 
Real Estate (FIRE) and Personal and Business Services (P & B Services). Community Services 
includes Education and Health and Welfare. 


"4 paeale: 
Entry and exit rates are based on the number of firms in existence at the end of 1989. 
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It can be readily seen that traditionally strong industrial sectors 
in the region, such as the primary sector, have experienced net 
decreases in the number of firms. Firms entering the sector did 
so at a relatively high annual rate of 21.1%. On the other hand, 
exits from this sector took place at an even higher rate, 26.1%, 
resulting in a net decrease of 5.0%. Although not as dramatic, 
the performance of another traditional area of strength, mining, 
resulted in annual rates of 18.1% for entries and 20.0% for exits, 
an overall decrease of 1.9%. With a net increase of 1.8%, the 
construction sector remained flat despite the impact of 
megaprojects, such as construction of the Hibernia project, 
which may have been offset by an overall decrease in other 
types of construction. 


Reflecting trends in the remainder of the country, the areas of 
greatest strength in the region were the service sectors. 
Community services, at 5.6%, provided the greatest area of 
growth, followed closely by business services. These sectors 
were also relatively stable, particularly the community services 
sector with only a 12.6% exit rate. Accommodations and food 
also turned in a relatively strong performance, further 
demonstrating the importance of the tourism industry to the 
region. 


Business Dynamics 


The previous section of this chapter examined the pattern of 
business entries and exits, revealing that large numbers of new 
firms are needed each year to provide the economy with 
momentum, as well as to replace firms which leave the economy 
for one reason or another. This section will investigate the 
growth patterns of firms in existence at the end of 1989 as well 
as firms established after that time (Table 1.9). 
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Table 1.9 
The Dynamics of Firms in Atlantic Canada 


1990-1993 

(000s) 
State! 5<20 | 20<50 | 50<100 |100<500] 500+ | Total 
emp. emp. emp. emp. emp. emp. frms 


Firms in 
existence at 
the end of 
1989 


FIRMS COMING INTO THE SIZE CATEGORY 


eee tel 
| rican 

= pape psp 
eer er erat oT ae 

FIRMS LEAVING THE SIZE CATEGORY 

met tet = 
Toowes [ar oe [oa [an [a 
[sides [wa | 27] oa] os] os] o2| 43, 


Exits of 
post-1989 
firms 


68.3 122 Bs ey, 2.4 9 je 


existence at 
the end of 


Source: Special run of Employment Dynamics 


Firms are categorized by employment size. 
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The analysis looks at the growth in number of firms by 
employment size category. A small firm is defined as one with 
fewer than 100 employees, a medium-sized firm is one with 100- 
499 employees, and a large firm is one with 500 or more 
employees. 


As one reviews Table 1.9, several patterns emerge. First, only 
a relatively small number of firms grew into a larger employment 
size category over the period. Second, most firms remained 
stable, or, at best, experienced modest increases or decreases in 
terms of growth. Third, there were firms which experienced 
steady decline, sometimes to a point where it became impossible 
to continue. 


In order to understand the implications of these patterns, an 
examination of the movement of firms between employment size 
categories is useful. Before doing that, however, some 
clarification of the terminology is necessary. “Entrants” are 
defined as the business start-ups that entered the size category 
during the four-year period under review. “Exits” are firms 
leaving the economy during that period. “Growers” are firms 
which existed tn a particular size category at the end of 1989 
and which grew sufficiently to move from that employment size 
category to a larger one. “Sliders,” on the other hand, are firms 
which decreased in size over that period to a point where they 
moved to a smaller size category. It follows, therefore, that the 
smallest size category experienced no sliders, as there was no 
where for them to go except out of the economy. Similarly, 
there were no growers from the largest size category. “Inflows” 
are the net numbers of growers and sliders that moved into a 
category. 


Not surprisingly, the most volatile size category was the 
smallest; those firms with fewer than five employees. This 
category experienced by far the highest number of entrants and 
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exits, the highest percent increase in number of firms (5.1%) and 
was responsible for the total increase in number of firms in the 
‘region. The number of medium-sized businesses remained the 
same at 2,400 and the number of large firms decreased to 1,900. 
What was surprising, however, was that relatively few of these 
: new firms grew to a point where they entered a larger size 
category, thereby suggesting that most surviving small firms 
remained relatively small. There may be a number of reasons for 
this. Many small businesses remain small by choice. In addition, 
smaller businesses tend, as a group, to have restricted access to 
the human and financial resources necessary for growth. Finally, 
the recession experienced throughout the region in the early 90s 
temporarily dampened the growth aspirations of many small 
firms, a situation that is likely to change as the economy 
improves. 


_A further review of Table 1.9 indicates that sliders—firms that 
are becoming smaller—outnumbered growers in all of the other 
size categories. Given the relatively poor economic conditions 
the region experienced during the period, this pattern is 
‘understandable. Table 1.9 also reinforces the view of the 
importance of new business entrants into the economy; as one 
would expect, the smallest size category generated the most 
impressive growth in new firms. Despite the surprisingly large 
numbers of new firms entering the economy in other size 
categories, relatively high exit rates left an overall net decrease 
in the number of firms in these size categories. This 
phenomenon should be examined more closely. It would be 
expected that larger firms should have access to the resources 
that would provide greater protection against recessionary 
periods. The reasons why this did not occur merit investigation. 


In conclusion, during 1990-1993, Atlantic Canada once again 
led the nation in new business entries and in the retention of new 
firms. By 1993, over three quarters of regional firms had fewer 
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than five employees, 89.4% had fewer than 20 employees, and 
95.2% had fewer than 100 employees. Despite the recession 
which the region experienced for much of that period, Atlantic 
Canadians retained sufficient confidence in their region to 
commit their efforts and, just as importantly, their resources, to 
building a future in the area. Small businesses were at the 
forefront of this performance both in new firm creation, and as 
the next chapter will point out in more detail, in the creation of 
new employment. 
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CHAPTER 2 
ANATOMY OF JOB CREATION 


The early 1990s was a period of significant downturn in the 
Canadian economy, especially during the 1990-1993 period, and 
the overall impact on employment was considerable. National 
unemployment rates increased from 8.1% to 11.2% (Table 2.1); 
bankruptcies increased’; both private and public sector 
-employment declined. (See Table 2.2 for employment trends in 
the public sector.) However, the employment situation 


improved considerably in 1994 and 1995 and unemployment 
levels dropped to 9.5%. While Canada and the Atlantic region 
at least maintained their stock of businesses through the 

recession, the employment picture looked somewhat different. 


Table 2.1 
Unemployment Rates, Canada, Atlantic Canada 
1989-1995 


Source: Historical Labour Force Statistics, 1966-1993, Statistics Canada, Cat. No. 71-201 and 
update 


r Small Business Annual Report, 1995, Canadian Bankers Association, Toronto 
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Table 2.2 
Changes in Public Sector Employment 
Atlantic Canada 
1989-1993 


mf fm Dm | ae ae 
1990-93 1990-93 

[xe | 4450s |_44.s00 | asso | ancao | eos | 19 | 
foe: | 1ssoa | see | 1490 | raiser | ors | st 
[sani | _7sa29 | 16708 | moe | nen | 25 | 


Source: Public Sector Employment and Remuneration, 1990-1993, Statistics Canada, Cat. No. 
72-209 


This chapter is devoted to a discussion of the following 
dimensions of job creation and employment: job creation and job 
loss; employment distribution by firm size; employment 
distribution by industry sector; and self-employment."° 


Job Creation and Job Loss 


There was significant new firm creation over the 1990-1993 
period as indicated in Chapter 1. This was especially true in 
Atlantic Canada where employment created by new firms went 
a long way in offsetting employment lost by firms exiting the 
economy and by firms that downsized. Just as in the 1979-1989 


10 oo , 
Data in this chapter, unless otherwise stated were sourced from Employment Dynamics, Business Size 


and Life Status, Small Business and Special Surveys Division, Statistics Canada. There was a structural 
change in the Statistics Canada database in 1989 and, currently, data prior to 1989 are no longer comparable 
with data after 1989. The structural change consists of a change from the 1970 SIC system to the 1980 SIC 
system as well as a change from Business Register Division's BRID system of business identification to the 
current CFDB system (Central Frame Data Base). 
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period, small firms created more jobs and lost less in relative 
terms than firms in the medium and large size categories. 


Table 2.3 presents an overview of the employment gains and 
losses caused by the movement of firms into and out of the 
economy, as well as between employment size categories. The 
overall effect of the general trend toward downsizing and the 
_ exiting of firms that existed at the beginning of 1990 resulted in 
a net decrease of 46,500 jobs. About 44% of the firms that 
existed at the beginning of the period exited the economy, 
taking 113,900 jobs with them. An additional 77,200 jobs 
disappeared as firms grew smaller. This was partially 
compensated for by the small growth in employment recorded 
_ by firms that held their own (3,800 jobs) and, to a larger extent, 
_by firms that managed to grow and create 41,700 new jobs over 
the period (4% of 1989 firms). This latter group accounted for 
24% of total gross new jobs created during the period, and 90% 
of gross new jobs created by existing firms. 


The strongest contributors to gross new jobs are new firm 
entries. Over the four-year period, some 72,384 new firms 
created 121,900 gross new jobs, nearly three quarters of the 
total of 167,400. Many of these firms (30,611) subsequently 
exited the economy with a resulting loss of some 22,800 jobs. 
The net increase of 99,000 jobs created by surviving new firms 
was, however, one of the few bright spots in an economy which 
saw an overall employment decrease of about 46,500. 


Despite the volatility of entries and exits of firms with fewer 
than five employees, Table 2.4 indicates that this category 
actually produced the only real increase in employment in the 
region. Employment created by new entrants (post 1989) with 
fewer than five employees (52,100 jobs) more than compensated 
for jobs lost from the high rate of exit and other employment 
losses due to downsizing within the category. By the end of 
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1993 there was a net employment gain of 22,600 in the smallest 
firms. This is a sharp contrast with firms employing more than 
500, which experienced a significant net employment decrease 
of 37,400. By the end of 1993, small firms had maintained their 
level of employment while medium and large firms (100+ 
employees) had a net loss of 51,700 jobs. 


Table 2.3" 
Employment Gains and Losses 
Atlantic Canada 
1990-1993 


Net chg. 
in emp. 
1990-93 


Job creators: 


Exits of post-1989 
entrants 


Source: Special run of Employment Dynamics 


11 : ee Pda : 

The starting point for data in this section is the firms in existence at the end of 1989. Subsequent 
measures of employment gains and losses caused by the movement of firms into and out of the economy 
as well as between size categories are for the period 1990-1993. 


28 CHAPTER 2 


Table 2.4 also illustrates that many more jobs were lost by 

sliders than were created by growers, and job losses from exits, 

especially among larger firms, exceeded job gains from entrants. 

As a group, firms that existed at the end of 1989 experienced 

decreases in employment across the board. Only the jobs 
created from new firms provided some relief. 


Table 2.4 
Employment Gains and Losses by Firm Size 
Atlantic Canada 
1990-1993 


ae |S [58 [oo [2 os 


Jobs (000s) 


po eynem 78.3} 120.0 82.3 54.5 116.9 419.7 871.7 
in firms 
existing at end 
of 1989 
pats of 1989 -25.7 | -22.4 -17.9 -30.6 | -113.9 
firms 


Unchanged esas 
[owe [me 


Net change for -18.4 -27.6 -11.4 | -11.6 -23.6 -53.0 | -145.6 
1989 firms 

ae 
end of 1993 


iar 
Doe [ao [sr 


102. tee ibe 3 825.2 
_ Source: Special run of Employment Dynamics 


ante 


in firms 
existing at the 
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There were a small number of outstanding performers which 
contributed greatly to the growth in job creation by existing 
firms. At the same time, declines in employment in a relatively 
small number of existing firms accounted for a 
disproportionately large share of job losses. Table 2.5 
illustrates these points quite well. A total of 142 firms, 
only 0.16% of those in existence at the end of 1989, 
grew rapidly enough during the period to jump two size 


Table 2.5 
Big Achievers and Job Losers 


Net employment gains by Atlantic Canadian firms that grew or declined during 1990-1993 
into a size category two or more higher or lower than their 1989 category. Only firms in 
existence at the end of 1989 were included in this data. 


Size of firms in l Asa % of Net change Asa % of 
1989 1989 firms in total gains 
(# of employees) employment | 


Achievers: 


20-49 


50-99 


Source: Special run of Employment Dynamics 
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categories, creating 5,400 new jobs as they did. This growth 

occurred exclusively in small businesses, again underscoring the 
potential of these firms to add dramatically to the region’s 
economy. These figures included only firms in existence at the 
end of 1989; new entrants after that time which conceivably 
could have enhanced this impressive performance were not 
included. 


At the same time, about 0.3% of firms existing at the end of 
1989 were responsible for 31.2% of the net job loss for the 
period. Firms having fewer than 100 employees accounted for 
9.8% of this total. The remaining 21.4% resulted from the 
downsizing activities of medium and larger size firms in the 
‘region. 


While the employment picture for the Atlantic region, and 
generally for the whole country was somewhat bleak over the 

1990-93 period, the trend started to reverse itself as the mid 

1990s approached. Table 2.6 shows there was significant job 
creation by firm size between the fourth quarter of 1994 and the 

end of 1995. Firms with fewer than 50 employees led the 
recovery in Atlantic Canada, producing 13,500 net jobs in 1995, 
‘representing 78% of the total net jobs created. 


Notwithstanding the positive impact of small firms on job 
creation during the period under review, some interesting shifts 
in the distribution of employment occurred within the various 
‘size categories. 
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Table 2.6 
Job Creation by Firm Size 
Oct. 1994 - Dec. 1995 
(000s) 


Source: Survey of Employment, Payroll and Hours, Statistics Canada 


Employment Distribution by Firm Size’’ 


Despite the fact that there was an overall decline in employment 
over the four-year period, small businesses had a very positive 
impact on job creation. This is reflected in Canada, the Atlantic 
region and in each of the Atlantic provinces. 


Overall, employment in Canada decreased by 7% (890,000) 
over the 1989-93 period. Employment in the small business 
sector (<100 employees) declined by 3% (136,800) over that 
period, accounting for 15.4% of the total decline in employment 
(Table 2.7). Employment in very small firms or micro-businesses 
(<5 employees) on the other hand, increased by 344,800; 35% 
higher than the 1989 level. This dramatic surge in employment 
over the 1989-93 period resulted in an increase in the micro- 
business share of total employment in Canada from 8% to 
11.5%. The greatest decline in employment occurred in large 
firms (500+ employees). Employment in this category 


2 oli : 
Data in this section and the subsequent section on employment distribution by industry sector are for 
the 1989-1993 period and measure the change in employment distribution from 1989 to 1993. 
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decreased by 9.2% over the four-year period, or 58% (517,900) 
of the total employment loss in the country. The second highest 
decline (235,300), 26.4% of the total, was in medium-sized 
firms (100-499). 


Table 2.7 
Employment Patterns by Size of Firm, Canada 
1989-1993 


Firm size Employment Employment Net change in 
(# of distribution distribution employment 
employees) 1989 1993 1989-1993 


md ae sd 


| Small firms 4,974.7 39.7 4,837.9 41.5 -136.8 -3 
| 
100-499 


All firms 12,534.7 100.0 11,644.7 100.0 -890.0 -7 


Source: Employment Dynamics 


The Atlantic region did reasonably well over the 1989-1993 
period compared to Canada as a whole (Table 2.8). The region 
accounted for only 5% of the total decline in employment over 
the period, even though its share of total employment in Canada 
was 7%. It was the small business sector that Ie 
employment 1 in the region, adding 5,200 net jobs to the region's 
sconomy. The micro-business category was the biggest 
contributor. This size category increased employment by 
22,600, an increase of 29%, and increased its share of the 
region’s total employment from 9% to 12.2%. By the end of 
1993 small firm share of total employment was 41.1% while the 
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large firm share had declined to 46.4%. This represents a 
continuation of the trend reported in the previous ten-year 
period (1979-1989) which indicated that small firm share of 
employment had increased from 31.5% to 38.4%. The large firm 
share had declined from 53.9% to 48.1% over the same period. 
Increases in the share of total employment for the small firm 
category were consistent in each of the provinces. 


Table 2.8 
Employment Patterns by Size of Firm, Atlantic Canada 
1989-1993 
Firm size Employment Employment Net change in 
(# of distribution distribution employment 
employees) 1989 1993 1989-1993 
i sd 
< § 100. a 122 
Dl site Be 1103 
20-49 S23 
Small firms 335.1 38.4 340.3 41.1 5.2 2 
100-499 116.9 13.4 102.6 12.4 “14.3 -12 
: 500 ormore 419.7. 48.1 ama es 464 SS 37 An 8 
All firms — 871.7 100.0 825.2 100.0 -46.5 -5 


Source: Employment Dynamics 


There were some significant differences in the employment 
patterns among the provinces in Atlantic Canada (Tables 2.9 
through 2.12). Newfoundland and Labrador and Nova Scotia 
which represented 61.1% of the region’s total population and 
63.1% of total employment, accounted for a decrease in 
employment of 38,000 or 81.7% of the 46,500 net decrease. 
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As was the case with Canada as a whole, medium and large 
firms (100+ employees) in Atlantic Canada experienced 
significant employment decreases caused by closures and 
downsizing. In fact, employment in these firms declined by 
51,700, while the net decrease for the region was 46,500, 
indicating that small firms (<100 employees), especially micro- 
firms (<5 employees), had to bear the burden of job creation. 
Employment in firms with fewer than 100 employees increased 
by 2% in Atlantic Canada compared to a decline of 3% in 
Canada as a whole. The increases in the micro-firm category 
ranged from 25% in Nova Scotia to 35% in Newfoundland and 
Labrador. In Newfoundland and Labrador and in Prince 
Edward Island there were also small increases in the 20-49 
employee category. 


Table 2.9 
Employment Patterns by Size of Firm 
Newfoundland and Labrador 
1989-1993 


Firm size Employment Employment Net change in 
# of distribution distribution employment 
employees) 1989 1993 1989-1993 


17.4 9.4 DSS 14.0 6.1 35) 


100-499 vie 11.6 19.4 i ee -2.1 -9 
.Cr,r—Ci‘isC;*;ézCti«éCi<sN_O”®*:;C;:CO(tC. 
All firms 184.9 100.0 168.0 100.0 -16.9 -9 


} a SE TE 
Source: Employment Dynamics 


| 
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In the Atlantic region 77% of the gains by the micro-firm 
category were offset by employment losses in the 5-99 employee 
size category. This phenomenon was even more dramatic in the 
country as a whole, where employment losses in firms in the S- 
99 employee size category actually exceeded gains in the micro- 
business category by 136,800. 


In general it can be said that small businesses in the region 
outperformed Canada as a whole and continued to be job 
creators even in difficult economic times, indicating a strong 
entrepreneurial propensity. Larger firms, on the other hand, 
experienced significant employment losses in both the region 
and nationally. 


Table 2.10 
Employment Patterns by Size of Firm, Nova Scotia 
1989-1993 


Firm size Employment Employment Net change in 
(# of distribution distribution employment 
employees) 1989 1993 1989-1993 


20-49 t. 9 S42 93 32.0 oa aid -6 


Small firms 134.7 36.8 132.9 38.5 -1.8 -1 


100-499 


All firms 366.1 100.0 345.0 100.0 -21.1 -6 


Source: Employment Dynamics 
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Table 2.11 
Employment Patterns by Size of Firm, New Brunswick 
1989-1993 


Firm size Employment Employment Net change in 
(# of distribution distribution employment 
employees) 1989 1993 1989-1993 


rae Coes 


33.2 12.5 


Small firms 109.0 40.0 111.6 42.0 2.6 2 
100-499 34.1 12:5 28:1 10.8 -5.4 -16 


All firms 272.1 100.0 265.4 100.0 -6.7 -2 


Source: Employment Dynamics 


Table 2.12 

Employment Patterns by Size of Firm 
Prince Edward Island 

| 1989-1993 


Net change in 


Firm size Employment Employment 


(# of distribution distribution employment 
employees) 1989 1993 1989-1993 


= 5 , 1273 15.9 


Small firms 23.7 48.8 24.6 51.5 0.9 4 


100-499 ng isgthte'so loh44 0.8  -10 
$00 or or more © 2 354 eS I eS 

All firms 48.6 100.0 47.8 1000 -08 2 
a nN IS EGET, ES SD ELE TSI TD TL LE DE SE ES EE 


ANATOMY OF JOB CREATION 37 


Employment Distribution by Industry Sector’ 


In both Canada (Table 2.13) and the Atlantic region (Table 
2.14), the goods-producing sector accounted for most of the 
decline in employment (70.6% and 63.4% respectively). While 
the Atlantic region fared somewhat better in this sector, 
employment was down in Atlantic Canada in the funded sector 
by 5,500 (11.4%) compared to an increase in Canada as a whole 
of 122,500 (13.4%). On the other hand, the market services 
sector was down significantly in Canada, although it was up 
marginally in Atlantic Canada and was the only sector to show 
any employment gains. Employment in the goods-producing 
sector dropped by 20% in Canada and 16% in Atlantic Canada 
(mostly in manufacturing and construction). Other sectors 
remained relatively constant compared to 1989. 


Table 2.15 shows the percentage changes in employment 
between 1989 and 1993 in the four major industry sectors for 
Canada, Atlantic Canada and individually for the four Atlantic 
provinces. 


There was an unexplained difference of 20,000 employees between the total number employed in 
1989 as reported in Table 2.7 and the number reported in Table 2.13. 
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Table 2.13 
Distribution of Employment by Industry Sector, Canada 
1989-1993 


Industry Employment Employment Net change 
sector distribution distribution in employment 
1989 1993 1989-1993 


Com =P] [ml 


peeeet. 2,185.3 17.4 1,786.1 13.3" 399.4 -18 43.8 


Goods-. 3,206.3 22.5 2,561.5 22.0 -644.8 -20 70.6 
producing 


Wholesale 777.0 6.2 639.2 HO 4137.8 -18 io:1 


Trade 2,321.4 18.5 2,146.0 18.4 -175.4 -8 19.2 


C&U 766.3 6.1] 787.4 6.8 Zit +3 - 2.3 


P&B 2230) 17.8 2,167.3 18.6 - 63.4 -3 6.9 
services 


Community 1,858.3 14.8 2,036.4 Vigo 178.1 +10 =i D5 
services : 


Funded 2,959.4 23.6 3,081.9 26.5 122.5 +4 - 13.4 
| sector 
| Unclassified 97.5 0.8 51.2 0.4 - 46.3 -47 5.1 
| TOTAL 12,556.0 100.0 11,643.2 100.0 -912.8 4) 100.0 


Source: Employment Dynamics 
Note: Abbreviations - Transportation, Communications and Utilities (T, C & U), Finance, Insurance and 


Real Estate (FIRE) and Personal and Business Services (P & B Services). Community Services 
| includes Education and Health and Welfare. 
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Table 2.14 
Distribution of Employment by Industry Sector, Atlantic Canada 
1989-1993 


Employment Employment Net change 
distribution distribution in employment 
1989 1993 1989. 1993 


Goods- 190.4 21.8 159;9 19.4 -30.5 -16 63.4 
producing 


Wholesale 41.6 4.8 36.3 4.4 =.9 -13 


Trade 169.7 19.5 160.4 19.5 -9.3 -5 19.3 


P&B 125.0 14.3 128.5 15.6 aD +3 -7.3 


Community 21229 14.1 T27al 15.4 AD +3 -8.7 
202 

Funded 288.1 33.1 282.6 34.3 = By -2 11.4 

sector 

Unclassified 5.5 0.6 2.4 0.30 =o | -56 6.4 

TOTAL 871.5 100.0 823.4 100.0 -48.1 -6 100.0 


Source: Employment Dynamics 
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Table 2.15 
Percentage Change in Employment 
Canada, Atlantic Canada and Provinces 
1989-1993 


(%) 


Source: Employment Dynamics 

Focusing on the Atlantic region, the decline in employment in 
the goods-producing sector was 30,500, followed by 9,300 in 
ithe trade sector. These two sectors accounted for 63.4% and 
19.3% of total employment losses in all sectors. Most notable 
of these declines were those that occurred in Newfoundland and 
Labrador and Nova Scotia in the goods-producing sector 
(Table 2.16 and Table 2.17). A decrease of 25,000 jobs in this 
sector in the two provinces combined accounted for 52% of the 
total employment decline in the region. Within this sector, 
manufacturing was the clear loser. These two provinces also 
accounted for 88% of the total decline in employment in the 
manufacturing sector in the region. These numbers are reflected 
in the sectoral percentage distribution presented in Table 2.18, 
where these provinces had the lowest percentage of employment 
in the goods-producing sector. 
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Table 2.16 
Distribution of Employment by Industry Sector 
Newfoundland and Labrador 
1989-1993 


Industry Employment Employment Net change in 
sector peak pei Sateen employment 
1989-1993 


Primary ; : 0.4 2.3 


Manuf. Za 12.0 14.3 8.5 -7.8 -35 44.3 


Goods- 38.4 20.8 28.4 17.0 -10.0 -26 56.8 
producing 


Wholesale 9:2 5.0 7.4 4.4 -1.8 -20 10.2 


Trade 35.4 19.1 33.6 20.1 -1.8 -5 10.2 


T,C&U 10.7 5.8 LL 6.9 0.8 ey -4.5 


P&B 23.6 12.8 24.4 14.6 0.8 +3 -4.5 
services 


i services | 


Community 27.6 14.9 Za.) 15.2 -2.1 -8 Leo 
services 


Funded 67.6 36.6 62.6 37.4 -5.0 -7 28.4 
sector 


Unclassified 1.4 0.8 0.5 0.3 -0.9 -64 ot 


TOTAL 184.9 100.0 167.3 100.0 -17.6 -10 100.0 


Source: Employment Dynamics 
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Table 2.17 
Distribution of Employment by Industry Sector, Nova Scotia 
1989-1993 


Industry 
sector 


Employment Employment Net change 
distribution distribution in employment 
1989 1993 1989-1993 


#73 2.0 6.9 2.0 - 0.4 -5 


| Goods- 
_ producing 


; Wholesale 


~Community 
services 


Funded 15 2r oo 342 1122.5.,° 35.5 2 3 13.8 
sector 
| Unclassified 2.1 0.6 0.7 0.2 pai S267 6.7 
TOTAL 365.7 100.0 344.7 1000 -21.0 -6 100.0 


jource: Employment Dynamics 
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Table 2.18" 
Percentage Distribution of Employment 
by Province and by Sector 
1993 
(%) 


Goods- Trade Market Funded 
producing sector services sector 
sector sector 


Source: Employment Dynamics 


Employment in the market services sector was up slightly in the 
region primarily as a result of increases in Nova Scotia. Had 
there not been a significant decline in employment in the finance, - 
insurance and real estate categories, the performance in the 
market services sector in Nova Scotia would have been much > 
stronger. 


Clearly, many jobs disappeared as a result of the closure of fish 
plants associated with the groundfish moratorium which came 
into effect in July 1992. Table 2.19 shows the number of 
individuals who were clients of The Atlantic Groundfish 
Strategy (TAGS) in May of 1996 in Newfoundland and 
Labrador and Nova Scotia. These represent 90% of the total of | 
39,671 TAGS clients in the region. While it is difficult to | 
determine the total impact of the groundfish closure on jobs in» 
the region, the data indicate that 21,261 individuals in these two | 
provinces, who were formerly employed as part-time or 


14 | 
Percentages do not total 100 since the unclassified category is not included. 
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full-time plant workers, were on TAGS program in May of 
1996. In addition, 14,328 individuals from the harvesting sector 
of the fishery were TAGS program recipients. Some unknown 
percentage of these were registered as unemployed, some had 
moved to other part-time employment but were still registered 
as TAGS clients and still others had left the work force totally 


with their only income coming from the TAGS program. In any 
event, the impact on employment in Newfoundland and 
Labrador and Nova Scotia has been substantial and, had the 
groundfish fishery not closed in 1992, the overall performance 
with respect to employment in Atlantic Canada would have been 


much better, especially in the goods-producing sector. 


| Table 2.19 
: Impact of Groundfish Closure on 
| Plant Workers and Harvesters, NF and NS 


NE 
Eligible for Total 
TAGS 


15562 | 60 | 4509 
| 


1.108 3220 
TOTAL 27,770 7,819 | 100.0 
TE LS 


‘Source: The Atlantic Groundfish Strategy, An Overview of Program Participants and Profiles 
| on a Regional Basis, 1996-1999, Newfoundland and Labrador Cabinet Secretariat 
May 1996, and correspondence with HRD Canada, May 1996 


‘The negative multiplier effect of lost production jobs also 
‘affected the trade sector in these two provinces. For example, 
of the total decline in employment (9,300) in the trade sector in 
‘the Atlantic region, 76% (7,100) occurred in Newfoundland and 
‘Labrador and Nova Scotia. The funded sector also suffered in 
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Newfoundland and Labrador and in Nova Scotia, experiencing 
a decline in employment of 7,900. 


The total employment decline in New Brunswick (Table 2.20) 
was 7,600 or 16.4% of the regional total. As was the case with 
Newfoundland and Labrador and with Nova Scotia, the impact 
of the decline in the goods-producing sector in New Brunswick 
was also substantial with 64.5% of the total decline in 
employment occurring 1n this sector. The profile within the 
goods-producing sector in New Brunswick was somewhat 
different from that of Newfoundland and Labrador, and 
Nova Scotia in that manufacturing did not suffer as much. The 
construction industry represented the greatest employment 
decrease in the goods-producing sector in New Brunswick with 
a decline of approximately 2,200. Another difference between 
New Brunswick and the other provinces in the region was the 
net gain in employment in the funded sector. While the rest of 


the region experienced a decline of 7,900, New Brunswick — 


increased by 2,400. 
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Table 2.20 
Distribution of Employment by Industry Sector, New Brunswick 
1989-1993 


Industry 
sector 


Employment Employment Net change 
distribution distribution in employment 


1989 1993 1989-1993 
Primary 9.8 3.6 I 3.7 0.1 +] 


Manuf. 35.8 13.1 539, 12.8 -1.9 -5 2530 


Goods- 65.0 23.8 60.1 22.6 -4.9 -8 64.5 
producing 


Wholesale 13.9 Sr 125 4.7 -1.4 -10 18.4 


Trade Soe 19.5 a EY 19.3 -2.0 4 26.3 


Community S16 eG 35:6." 413.4 4.0 +13 -52.6 
| services 


| Funded 79.9 29.3 82.3 31.0 2.4 +3 -31.6 
| sector 
| Unclassified 1.9 0.7 1.1 0.4 -0.8 -42 10.5 
TOTAL 273.1 100.0 265.5 100.0 -7.6 =3 100.0 
amr ec perrrN  P TEG TSS R SLETTS AE O RS E INBI ST TL LE ALESIS BY BST RIS TNS NT SE ALERTED, 


Source: Employment Dynamics 
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The changes in employment distribution in Prince Edward Island 
(Table 2.21) differed from the other provinces in that most of 
the decline occurred in transportation, communications and 
utilities, a sub-sector of market services. Losses in this sector 
represented 57.9% of the total decline in employment in the 
province. Similar to the rest of the region, losses in the goods- 
producing sector were not inconsequential (31.6% of the total). 
However, Prince Edward Island did fare much better in this 
sector than any other province in the region and Canada as a 
whole. The overall picture for Prince Edward Island was that 
the province emerged from the 1989-93 period in a relatively 
stable employment position. 


Self-Employment 


Self-employment in Canada plays a significant role in the 
economy. An Industry Canada report’’ indicates that over 
1,900,000 persons reported some earnings from self- 
employment in 1993 representing 15.4% of the total work force 
(up from 13.5% in 1983). The most significant increases over 
the 1983-1993 period occurred in the finance, insurance and real 
estate (FIRE) sector, the services sector and the construction 
sector (Chart 2.1). 


Table 2.22 shows the number of self-employed in Canada, 
Atlantic Canada and the four Atlantic Provinces between 1989 
and 1995. Over the period, there was an increase in self- 
employment in Canada as a whole of 19.4% compared to an 
increase in Atlantic Canada of 15.8%. The lower percentage 
increase in Atlantic Canada is the result of a decrease in 1992 in 
almost every Atlantic province. Overall, the number of self- 
employed in the region in 1992 decreased by 4.7% over 1991. 
At the same time, Canada as a whole registered a slight increase 
of 1%. 


15 
Small Business in Canada, A Statistical Overview, 1994, Industry Canada, Ottawa. 
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Table 2.2] 
Distribution of Employment by Industry Sector 
Prince Edward Island 


1989-1993 


Industry Employment Employment Net change 
sector distribution distribution in employment 
1989 1993 1989-1993 


2.6 5.4 2.6 oe? 0.0 0 


Goods- 10.1 21.1 9.5 20.7 -0.6 -6 31.6 
producing 


Wholesale 


Trade 9.3 19.5 9.1 19.8 -0.2 -2 10.5 


P&B 8.5 17.8 8.5 18.5 0.0 0 0.0 


Funded 15.4 Sys 15.4 33.6 0.0 0 0.0 
_ sector 

Unclassified 0.1 0.2 0.1 0.2 0.0 0 0.0 
' 

TOTAL 47.8 100.0 45.9 100.0 -1.9 -4 100.0 


Source: Employment Dynamics 
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Chart 2.1 
Growth in Self-Employed by Industry 
Canada 
1983-1993 


Services 
Construction 
Trade 


Transportation, Communication 
and Other Utilities 
Manufacturing 


Other Primary Industries 


Agriculture te Lee oat 
10% 0% 10% 20% 30% 40% 50% 60% 70% 


Source: ESBO, Industry Canada; Labour Force Survey, Statistics Canada 


Table 2.22 
Growth in Self-Employment 
Canada, Atlantic Canada 
1989-1995 


Region 1989 1990 1991 1992 1993 1994 1995 | %chg. 
a as ce ear ee, (000s) | (000s) | 1989-95 


7 Sle at 
ea I 


Source: Labour Force Surveys, Statistics Canada 
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Again, much of the decline in Atlantic Canada in 1992 can be 
attributed to the closure of the groundfish fishery. The Atlantic 
region rebounded quickly following the closure and between 
1992 and 1995 self-employment grew by 12.4% compared to 
11% for Canada as a whole. Normally, self-employment runs 
counter-cyclical to employment trends, since the unemployed 
endeavour to find some way to earn a living. The magnitude of 
the sudden groundfish closure in 1992, however, was an 
anomaly in that people in rural areas of Newfoundland and 
Labrador, and Nova Scotia took some time to recover. This 
was especially true for people with limited training and living in 
isolated coastal communities. 


In conclusion, it can be said that the 1989-1993 period was a 
difficult one for Canada and the Atlantic region. On a positive 
note, however, Atlantic Canada was able to withstand the 
recession somewhat better than the country as a whole. 
Furthermore, as the economy improved in 1994-95, small firms 
led the way in their role as job creators. 
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CHAPTER 3 
HOME-BASED BUSINESS 


The present chapter summarizes the results of three recently 
completed research projects related to the topic of home-based 
business. ‘The first is a study’® carried out by the Rural and 
Small Towns Programme of Mount Allison University between 
June 1993 and late 1994 on home-based business in Atlantic 
Canada. This study was a follow-up on two previous studies by 
the same group in 1986 and in 1992. The second is a report!’ 
of the Economic Recovery Commission of Newfoundland and 
Labrador which included the results of a study of home-based 
business by the Home-Based/Micro Industries Working Group. 
The third is a study’* of entrepreneurship among persons with 
disabilities in Nova Scotia completed by the Metro Resource 
Centre for Independent Living in Halifax. Although not focused 
specifically on home-based business, this latter report is included 
here since the vast majority of businesses operated by persons 
with disabilities are home-based. 


Few studies have endeavoured to focus on the nature of home- 
based business. The studies by Foster and Orser’’ and Good 


16 
The State of Home-Based Business in Atlantic Canada: The Report of Research Findings from the 


Mount Allison University Study of Home-Based Business in Atlantic Canada, 1995, sponsored by 
ACOA and The Donner Foundation. 


17 oa 
New Opportunities for Growth, 1992, Economic Recovery Commission of Newfoundland and 
Labrador, St. John's. 


18 Oia tars 
Toward Promoting The Concept Of Entrepreneurship among Persons with Disabilities, 1994, 
Published by Metro Resource Centre for Independent Living, Halifax, Nova Scotia. 


19 
Home Enterprise: Canadians and Home-Based Work, 1993, Mary K. Foster and Barbara J. Orser, 
Journal of Small Business and Entrepreneurship, Vol. 10, No. 4, p. 81-89. 
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and Levy”’ represent the Canadian benchmark studies. Both of 
these studies indicated that businesses operated in and from the 
home environment are increasingly important in our economic 
system. 


The Foster and Orser study used a broad definition of home- 
based work that included self-employed individuals and 
employees who worked out of their home for reasons of 
convenience. Twenty-three percent of Canadian homes had 
some form of home-based business activity and 50% of these 
were self-employed. This study also indicated that 50% of all 
businesses start in the home and projected that by the end of the 
decade home work (of all types) may account for 40% of all 
employment. Little wonder then that home-based business 1s 
gaining some attention. 


Home-Based Business in Atlantic Canada 


The 1995 report of The Rural and Small Towns Programme, 
Mount Allison University, set out to identify the contribution 
home-based business makes to the Atlantic region economy and 
to focus on the problems and opportunities associated with 
operating a business from the home. Also included in the 
objectives was an effort to develop an understanding of the 
interplay between home-based business activities and domestic 
activities. On the micro level, the study endeavoured to 
determine the impact of the business operation on family life and 
the degree to which the family affected the business. 


The definition of a home-based enterprise used by the Mount 
Allison team was somewhat more specific than that used by 


0 
Home-Based Business: A Phenomenon of Growing Economic Importance, 1992, W.S. Good and 
M. Levy, Journal of Small Business and Entrepreneurship, Vol. 10, No. 1, p. 34-46. 
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Foster and Orser in that it did not include the employee category 
referred to previously. Specifically, the definition used was a 
business “which is owned and/or operated by a self-employed 
individual working from his or her own home or from another 
building on the property, which may or may not employ other 
people, and which provides a service or product from that 
workplace.” 


Profile of the Home-Based Business Owner 


The survey, with 855 completed questionnaires (a response rate 
of 28%), reported on several important aspects of home-based 
enterprise. Of the total respondents, 73% had no other job 
outside the home while 17% had some type of part-time job. 
Only 10% were able to operate a home-based business while still 
maintaining a full-time job outside the home. 


In terms of the contribution to household income, almost 19% 
(165 households) relied totally on the home-based enterprise to 
support the family and 36.8% of respondents contributed more 
than 50% of household income. On the other hand, 27% 
indicated that the home-based business contributed 10% or less 
to the household income. 


It is likely that those businesses that contributed the higher 
percentage to household income were in the construction and 
business/professional sectors, while those contributing the lower 
percentages would be in the arts and crafts, personal services 
and retail/wholesale sectors. 


2 ay 
: The State of Home-Based Business in Atlantic Canada: The Report of Research Findings from the 
Mount Allison University Study of Home-Based Business in Atlantic Canada, 1995, p. 2 
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Profile of the Ventures 


Apart from a few exceptions, most businesses operating from 
the home were small (fewer than 10 employees). This is clearly — 
a characteristic of home-based business related to the physical — 
constraints of the location and the nature of the business itself. 
Only 7% of those responding had more than 10 employees — 
(Table 3.1) and only four firms reported that they had more than © 
50 employees. 


Table 3.1 
Distribution of Respondents by Business Size 


Employees Number of Businesses Percentage 
= 3 436 S67 
3 to 5 231 28.5 
6 to 10 88 10-8 
Over 10 Ne woo 
Total 807 100.0 


Source: The State of Home-Based Business in Atlantic Canada 


The distribution of respondents by industry type was quite 
broad. Construction represented the highest percentage (23%), 
followed by hospitality (17%) and personal services (16%) 
(Table 3.2). Since the sample was chosen from rural areas and 
small towns where municipal regulations are not generally strict, 
it is not surprising that the range of business types is wide and 
that construction is the most prevalent. A person with a backhoe 
and two trucks operating from the home in a rural area is a 
common sight and can easily constitute a viable small business. 
Likewise, beauty parlours, Bed and Breakfast establishments 
and small retail stores in or attached to a home form part of the 
rural culture. 
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Table 3.2 
Distribution of Respondents by Business Type 


Type Number of Businesses _ Percentage 
Hospitality 147 | 
Business/Professional 64 8 
Crafts/Arts q 8 
Construction. 191 25 
Equip. service and repair 42 5 
Manufacturing 87 10 
Personal services 134 16 
Retail/Wholesale 76 9 
Other is) ae" 
Total 847 100 


Source: The State of Home-Based Business in Atlantic Canada 


Measured in terms of revenue, 77.6% of home-based businesses 
reported gross revenues of $100,000 or less with 31.9% of these 
falling into the $25,001-$100,000 category (Table 3.3). It is 
significant, however, that 182 (22.4%) firms in the sample had 
gross revenues of over $100,000. It is safe to assume that these 


Table 3.3 
Annual Gross Revenue for Respondents for 1992 


% 


Over $200,000 22 
$100,001 - $200,000 102 
$25,001 - $100,000 31.9 
$5,001 - $25,000 27.6 
Under $5,000 18.0 


Source: The State of Home-Based Business in Atlantic Canada 
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firms contributed the most to household income. As stated 
earlier, the group that contributed greater than 50% of 
household income represented some 37% of the households in 
the sample. 


Other Issues 


The study focused on some key issues other than income and 
employment issues. These included: 


@ Motivation for operating out of the home 
® Competitive/Cost advantage 

® Technology 

® Impact on family lifestyle 

® Use of the home for business purposes 

® Incubation 


Motivation. When respondents were asked about their 
motivations for locating the business in their home the three 
most cited reasons were that (1) it represented the preferred 
lifestyle, (2) the business was too small to locate outside the 
home, and (3) there were financial constraints related to locating 
in commercial facilities. In many ways, reasons two and three 
are related, in that the very small enterprise may not be capable 
of generating the level of revenue required to purchase or rent 
commercial space and this consequently created a financial 
constraint. 


The fourth most mentioned reason for starting a home-based 
business was the need to care for the family. Clearly, a 
preferred lifestyle, the most cited reason, and family care are not 
mutually exclusive reasons for locating an enterprise in the 
home. In fact, if the only option available to some home-based 
entrepreneurs was to locate outside the home, the enterprise 
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would probably not be created because of the overriding desire 
to ensure that family needs are adequately taken care of. 


Competitive/Cost Advantage. While respondents did not rank 
competitive advantage as a major motivation for locating their 
business in the home, there are generally several advantages that 
could at least lead to a competitive advantage. These include 
lower overheads, lower taxes, and, although not stressed in the 
study, the use of the unpaid help of family members. The latter, 
while difficult to quantify, would include such activities as 
answering the telephone and taking messages, minding the store, 
servicing customers and counting inventory. When asked to 
state the reason for the success of their home enterprise, 66.2% 
mentioned service or product quality or unique service and 
market niche, while only 20.8% used lower price as a reason, 
despite the fact that the sample rated lower cost as the primary 
competitive advantage. This would appear to suggest that 
owners of home-based businesses are strongly attached to the 
business activity and proud to be providing a product or service 
that is of high quality. 


Technology. Rapidly developing technologies are making it 
possible for many types of businesses to operate effectively and 
efficiently from the home. While longitudinal comparisons are 
not available, it would appear that home-based enterprises are 
embracing a number of the electronic and telecommunications 
technologies now available. Table 3.4 gives an indication of the 
usage patterns: only 32.0% use a computer; only 8.5% have a 
modem; only 33.5% have a business telephone line. Slightly 
more than a quarter of them even have a fax machine. The 
relatively low use of computers and modems is at least partially 
explained by an expression of “intimidation” on the part of 

some of the respondents. Some 97% of them were over 30 
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years old, which may account for this. Furthermore, since 54% 
of the sample were in the very small business category 
(<3 employees), the purchase of a computer or some of the 
other devices may result in capital and operating costs beyond 
the means of the business. 


Table 3.4 
Usage of Technology by Home-Based Firms 


Percentage of Businesses 


Using the Device 
Answering machine 53.8 
Business line 53.5 
Personal computer Span, 
Fax machine 20.2 
Cellular phone Ziel 
Multi line phone 18.8 
Display phone 16.3 
Modem 8.5 


Source: The State of Home-Based Business in Atlantic Canada 


Lifestyle. Table 3.5 presents a very positive view of home- 
based enterprise as perceived by the owners. The potentially 
negative impacts on family life drew consistent ratings below the 
mid-point, while the potentially positive impacts were rated 
much higher. The general conclusion of the study was that “the 
majority had, in their own eyes, achieved a fruitful balance 
between family and business and were managing the negative 


impacts of one on the other successfully”.”” 


te td aes! 
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In almost all cases in a home-based business, family members 
played an important role either as helpers or as employees. The 
Mount Allison University study did not focus particularly on the 
role children played in the home-based business except to point 


Table 3.5 
Comparison of Positive and Negative Impacts 
on Family Life 

Most Positive Ratings Average Rating* 
More time for household 3.80 
Ability to respond to family needs oN 
More time with family 3.78 
Children learn from business 3.49 
Most Negative Ratings 

Interruptions from clients hse 
Family stress caused by business 2.03 
Business borrowing from family friends 2o7 
Negative feelings about business 2.00 


* Scale: 1 = low, 5 = high 


Source: The State of Home-Based Business in Atlantic Canada 


out that children may provide a “source of inexpensive casual 


labour more reliable than similar labour employed from the 


labour market outside the household.””? Of the survey 


respondents, 24.8% had children aged 13 to 17 years; an age 
- group when children could contribute most to the home-based 


business. However, the study did present data on the 


- contribution of the spouse. Husbands of women proprietors 


23 
Ibid., p. 17. 
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contributed less often to the business than the spouse in the 
male-owned business (26.1% versus 41%). Furthermore, the 
spouse assisting in a male proprietorship tended to take on 
different roles than their male counterparts. These included 
clerical tasks (in 48% of the cases) and customer contact (in 
37% of the cases). For the same tasks, males contributed in 
15.9% and 26.1% of the cases respectively. 


Use of the home for business purposes. The degree of 
interaction between business activity and family life is directly 
related to the use of the home for business purposes. The study 
reported that almost all firms surveyed used the home as a 
business address even though, in many cases, the business 
activity took place outside the home location. In 60.5% of the 
cases the home was used for more than 50% of the time, while 
25.4% of the respondents used the home for less than one 
quarter of the time (Table 3.6). 


The degree to which the home is used for business purposes is 
also a function of the type of business. The construction 
industry, for example, was heavily represented in the survey 
accounting for 23% of the respondents. Construction included 
landscapers, driveway pavers and a number of related businesses 
that clearly were engaged in activities that were performed 
outside the home location. Such firms probably represented 
many of the largest firms in the sample measured in terms of 
both employment and total gross revenues, but used the home 
purely as a telephone number and an administrative post to 
facilitate the rather sporadic and unstructured nature of the 
business. On the other hand, the hospitality industry, 
representing 147 (17%) of the respondents, retail and wholesale 
(9%) and arts and crafts (8%), would likely use the home as the 
primary location for the business activity. 
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Table 3.6 
Use of the Home for Business 


% of business time in home % of respondents 
Over 75% 45.6 
51% - 75% 14.9 
25% - 50% 14.2 
Less than 25% 25.4 


Source: The State of Home-Based Business in Atlantic Canada 


Based on this survey it can be said that the use of the home for 
business purposes varied with the nature of the business and the 
number of employees required to operate directly out of the 
home. 


Incubation. The home is often considered an incubation 
location providing an opportunity to test the concept and its 
viability and to become somewhat established before moving to 
commercial space. In the Mount Allison study, 42% of 
respondents had been operating a business from home for less 
than five years, and hence may be said to still be in an 
“incubation period.” 


Some firms, however, remained as home-based businesses for 

quite long periods of time. In fact, 35% of the respondents had 

Operated from the home for more than 10 years; well beyond 

what one would consider a reasonable incubation period. 

Longevity, as a characteristic of home-based enterprise, is a 
function of the nature of the business. Some firms like Bed and 
Breakfast establishments are tied to the home and others such as 
small crafts operations may lack the desire or the opportunity 
for growth beyond their present size. 
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Barriers to Home-Based Business 


Despite the fact that the Mount Allison study found that home- 
based businesses reported relatively minor problems operating 
from the home, there may be a number of inhibiting factors that 
work against home-based start-ups. The study by The 
Economic Recovery Commission of Newfoundland and 
Labrador” reported on the results of five focus groups of home- 
based entrepreneurs and a survey of government officials. The 
outcome of this study suggested three major problem areas 
related to the creation of new home-based businesses: 


® Lack of planning 
® Poor regulatory environment 
® Limited government support 


Lack of planning. The individual quite often will endeavour to 
start a home-based business without proper planning and 
subsequently encounter problems related to zoning regulations, 
health and environmental laws and family conflicts. The result 
is that the business does not get off the ground or is closed soon 
after opening. 


Poor regulatory environment. Municipal regulations are not 
consistent and in many cases, where they do exist, the 
regulations are not well-publicized, are overly restrictive and are 
sometimes inappropriately applied. In some cases the 
municipalities may have no policies and respond only when 
some problem such as noise or excessive traffic is brought to 
their attention. 


24 
New Opportunities for Growth, 1992, Economic Recovery Commission of Newfoundland and Labrador, 
St. John’s. 
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Limited government support. The Provincial Government 
pays little attention to home-based business as an economic 
force. Apart from the arts and crafts industry, the government 
appears to have no policy regarding the encouragement of 
home-based enterprise. A press release that preceded the report 
stated that various departments continued to enforce “an array 
of complicated and at times contradictory legislation” to the 
detriment of the healthy development of the home-based sector. 


Conclusions 


The Mount Allison Study and The Economic Recovery 
Commission Report present a reasonably comprehensive picture 
of the structure of home-based business in Atlantic Canada, 
together with some of the problems and opportunities of 
Operating a business in such an environment. There are clear 
limitations on the size and type of business that can be operated 
from the home. These limitations are partly because of the 
nature of the business and partly because of various restrictions 
imposed by municipal zoning regulations. There is a growing 
recognition of the economic impact of home-based enterprise 
but more research is needed to encourage government bodies to 
develop programs and policies that support this growing sector 
of the economy. However, the conclusion is one of optimism. 
When asked by the Mount Allison researchers about their 
expansion plans, over 80% of home-based entrepreneurs 
indicated that they were looking for new markets and/or new 
products — clearly a growth-oriented perspective! Finally, 
indications are that the trend toward home-based business will 
be an important factor in the growth of small business and 
entrepreneurship in the future. 


ie Home-Based Micro Industries Synthesis of Findings and Recommendations, March 1992, 
Economic Recovery Commission of Newfoundland and Labrador, St. John’s. 
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Entrepreneurship among Persons with Disabilities 


The objectives of this research project*® were to profile the 
population of entrepreneurs with disabilities in the Province of 
Nova Scotia, to determine the barriers they face and to make 
recommendations on appropriate support mechanisms to 
encourage and assist persons with disabilities in entrepreneurial 
endeavours. 


A total of 58 entrepreneurs with disabilities completed telephone 
surveys and another 10 participated in focus groups. 
Approximately 90% of the participants had been recipients of 
funding provided under the Disabled Entrepreneurs Program 
(D.E.P.).”’ The study is considered to be exploratory in nature 
and does not claim to be based on a random sample of the 
population of persons with disabilities. Nonetheless, the results 
of the research provide a useful profile of the population of 
entrepreneurs with disabilities and insight into their 
entrepreneurial experiences. 


Profile of Entrepreneurs with Disabilities 


Over 80% of the group reported having either a moderate or 
severe disability with nearly 75% of the agility or mobility type. 
Although the respondents indicated that their disabilities did not 
represent insurmountable barriers, the disability clearly impacted 
their work. In terms of formal education, 75% of the group had 
at least a high school education and over 50% had some post- 
secondary education or training. Over 90% had previous 


26 
Toward Promoting the Concept of Entrepreneurship among Persons with Disabilities, 1994. 
Published by Metro Resource Centre for Independent Living, Halifax, Nova Scotia. 


a7 

The D.E.P. was operated by the Provincial Department of Economic Development (now the 
Nova Scotia Economic Renewal Agency) for the ten-year period up to 1993. The program provided 
grants of up to $7,500 to persons with disabilities starting a business. 
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business experience, although only 31% had supplemented this 
experience with entrepreneurial training prior to start-up. 
Finally, only 16% of the entrepreneurs with disabilities were 
female, a sharp contrast to the 52.6%** reported for female 
persons with disabilities in Nova Scotia. 


Profile of Entrepreneurial Ventures 


The service sector represented the sector of choice for 42% of 
the entrepreneurs, followed by the retail sector at 19% and the 
primary sector at 12%. All other sectors, including 
manufacturing, communications and tourism accounted for less 
than 10% each. The preferences for businesses in the service 
sector and the rather low incidence of participation in the goods- 
producing sector may have direct implications for access to 
financing which was cited as a major barrier by respondents. 


One of the most significant findings in relation to the types of 
ventures operated by persons with disabilities was the fact that 
over 75% were home-based businesses. Almost 80% were 
operated as sole proprietorships. Additional research is required 
to explain the rationale for these decisions, since respondents 
were not provided with an opportunity to elaborate in the 
survey. It is noteworthy, however, that when one considers the 
business income of these ventures (58% less than $15,000) and 
number of employees (67% with one or none), they are 
somewhat smaller than the population of home-based businesses 
discussed previously. Given the relatively low levels of business 
income, it is not surprising that 60% of respondents indicated 
that they had other income sources, for example, disability 
pensions, spousal income and other employment. 


28 es 
Source: 1991 Health and Activity Limitation Survey (HALS). 
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Motivations for Establishing Ventures 


The survey did not include questions concerning the reasons for 
starting businesses; however, the focus group discussions 
provided an opportunity for individuals to discuss their 
motivation. While the difficulty in finding employment and lack 
of money were factors for some, interest, challenge and 
recognition of an opportunity were also highlighted as 
underlying motivations. 


Success and Failure Rates 


Measures of success and failure in this study were limited to 
whether or not businesses were still in operation at the time of 
the study and for how long. The success rate appeared to be 
quite good with two-thirds of the businesses still operational. 
However, this result should be interpreted with caution since 
43% of the businesses were less than two years old and almost 
80% had been in operation for less than five years. 


In addition, the data on firms still in operation were examined 
from the perspectives of the nature of the disability and the level 
of education of the entrepreneurs. The exit rate for businesses 
operated by persons with severe disabilities was significantly 
greater than those operated by persons with mild or moderate 
disabilities. Similarly, those with agility and mobility disabilities 
experienced a significantly higher exit rate than those with other 
types of disabilities. Further, there was a strong positive 
correlation between the likelihood of still being in business and 
the number of years of education. 


One final point regarding success and failure rates concerns the 
nature of the businesses and the income derived from the 
ventures. As indicated previously, businesses operated by 
persons with disabilities were generally small and home-based 
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and provided only partial income support to the owners. These 
factors may have had some impact on decisions to continue 
operations and possibly, therefore, on success and failure rates. 


Barriers to Start-up and Growth 


Participants were not asked directly to identify barriers they 
faced when establishing or operating their businesses. However, 
they were asked questions concerning sources of financing, 
assistance provided and support that would have been useful. 
The responses were remarkably similar to those expressed by 
young entrepreneurs (see Chapter 5) especially with respect to 
the lack of available financing. Excluding the Disabled 
Entrepreneurs Program, the primary sources of financing for 
entrepreneurs with disabilities consisted of personal and family 
funds (50%), banks (38%) and government (12%). Not 
surprisingly, therefore, over 75% indicated that the D.E.P. had 
been an important source of funds and that improved access to 
both loans and grants was an important consideration. 


In addition, respondents identified the need for more support in 
the form of entrepreneurial training, assistance with preparing 
business plans and access to sound managerial advice. Most felt 
that better access to a business development officer and a one- 
stop business development centre would be helpful. 


Future Directions 


The exploratory nature of the research reported here limits the 
ability to generalize from the results. Nonetheless, a number of 
suggestions were made regarding policy measures and programs 
that would assist entrepreneurs with disabilities to establish and 
grow their businesses. The specific recommendations are 
summarized in Table 3.7. 
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Table 3.7 
Summary Recommendations 
on Encouraging Entrepreneurship 
among Persons with Disabilities 


® Improve access to training opportunities for 
entrepreneurs with disabilities. 

® Develop financial assistance programs targeted to 
entrepreneurs with disabilities. 

@ Establish a network of entrepreneurs with disabilities to 
act as mentors. 


CHAPTER 3 


CHAPTER 4 
ENTREPRENEURSHIP AMONG 
FRANCOPHONES 


The present chapter summarizes the results of recently 
completed research into entrepreneurship within the 
francophone community in Atlantic Canada.*? The study 
underlying this report was intended to increase awareness of 
Acadian entrepreneurship in the region and to provide 
information to assist in the design and development of policies 
and programs to support the start-up and growth of firms 
owned by francophone entrepreneurs. The report focused on: 
the profile of Acadian entrepreneurs; the profile of their 
ventures; and the small business support structures, in particular 
financial support. 


The information included in the report was obtained from a 
combination of primary and secondary sources. Primary data 
derived from: a mail survey of members of the Conseil 
économique du Nouveau-Brunswick (CENB); individual open- 
ended interviews with key individuals and entrepreneurs; and 
roundtable discussions with business owners. Survey responses 
were received from 140 entrepreneurs (a response rate of 16%), 
interviews were conducted with 52 key individuals and 24 
business owners participated in the roundtables. Secondary data 
were taken largely from Statistics Canada reports. 


) 

I 

| 29 ney 3 

~~ Acadian Entrepreneurship: Its Sources, Growth and Future, 1996, the Cconseil économique du 


-Nouveau-Brunswick, Moncton (unless otherwise indicated the data in this chapter were taken from this 
report). 
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Profile of Francophones in Atlantic Canada 


In order to have an understanding of francophone 
entrepreneurship in Atlantic Canada, it is useful to have some 
background on the regional francophone community. While the 
report’ provides a more complete statistical overview of 
Acadian entrepreneurship and the economy, a summary of key 
facts is presented here to provide a context for the discussion to 
follow. 


Firstly, the francophone population in Atlantic Canada, as of 
1991, represented 12.4% of the total population and grew at a 
rate of 6.7% from 1986 to 1991. This is in sharp contrast to the 
overall increase in population in the region of slightly less than 
1%. Secondly, as can be seen in Table 4.1, the francophone 
population in the region was concentrated primarily in 
New Brunswick which accounted for 85% of the total. Twelve 
counties out of a total of 44 in the region accounted for 83.5% 
of the Francophones in 1991. Thirdly, there was a significant 


Table 4.1 
Distribution of Francophones 
in Atlantic Canada 


% 
New Brunswick 85.0 
Nova Scotia 12.4 
PLE. 1.8 
Newfoundland and Labrador 0.8 
Total 100.0 


Source: Acadian Entrepreneurship: Its Sources, Growth and Future, 1996 


30 
Ibid. 
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increase (36%) in self-employment in the region between 1986 
and 1991]. The growth rate in self-employment in the 
francophone counties was slightly lower at 31%. 


Profile of Acadian Entrepreneurs 


The report does not reflect the geographical distribution of 
Acadians in that there were fewer respondents from 
New Brunswick than might be expected, given their relative 
geographic importance (Table 4.2)*'. This difference should be 
kept in mind when interpreting results. 


Table 4.2 
Distribution of 


| Survey Respondents 

| (n = 140) 

| 

| % 

| New Brunswick 69.8 

| Nova Scotia ee 
PEL 122 
Newfoundland and Labrador 0.0 
Quebec mer ie 
Total 100.0 


Source: Acadian Entrepreneurship: Its Sources, Growth and Future, 1996 


The following profile of Acadian entrepreneurs emerged from 
‘he survey responses: 


i) 
\y 


1 Ais : 
” There was one respondent from Quebec and one respondent who did not indicate province of 
lusiness residence. 
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@ 72% male 
® 83% post-secondary education | 
® 75% over age 40 
® 59% more than 10 years in business | 
Education. The percentage with some post-secondary 
education was quite high. In fact, over half of the respondents 
were university graduates, with business administration as the 
dominant degree and marketing and finance as the primary areas _ 
of specialization. In addition, almost half of the respondents had | 
undertaken some informal management training in the form of | 
short courses and seminars. The high level of education and | 
training of respondents may reflect the fact that CENB members ' 
are generally well educated. : 


: 
' 


4 


| 
| 
Age. Not only were 75% of respondents over the age of 40, | 
only 1% were under the age of 31. 


Experience. Francophone entrepreneurs appeared to be relative | 
newcomers with over 40% in business for 10 years or less. | 
However, there was a significant percentage (23%), especially | 
in New Brunswick (29%), which had been in business for more » 
than 20 years. | 


Gender. Less than a third of respondents were woman (28%) - 
and they differed from the overall group of respondents in that 
they were younger and had been in business for a shorter period 
of time (44% under the age of 41 and almost 40% in business | 
less than 5 years). No doubt, both these points reflected the 
growing number of women starting businesses in recent years. | 
Differences in types of ventures and support will be discussed 

later. 


A number of additional observations can be made concerning © 
the profile of Acadian entrepreneurs. Role models, in particular 
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self-employed parents, did not appear to be a major influence in 
the decision to establish a business. In fact, almost 60% of 
respondents indicated that their parents were employed in 
salaried positions. The most important motivations for going 
into business were personal and related primarily to the need to 
achieve and to be in control. Encouragement from others, 
including parents, friends and relatives was_ relatively 
unimportant. 


A final observation concerns the issue of succession planning. 
More than half of the respondents indicated that they were 
planning for who would succeed them. This relatively high 
percentage may reflect the fact that survey respondents were 
both highly educated and older. 


Profile of Entrepreneurial Ventures 


The businesses operated by francophone entrepreneurs in 
Atlantic Canada exhibited the following profile: 


®@ 56% incorporated 

® 70% family-owned 

@ 22% export outside the region 
@ 14% export outside the country 
® 73% started from scratch 

@ 55% service sector 

@ 52% sales less than $500,000 


Ownership Structure. The percentage of businesses that were 
incorporated (56%) was similar to the percentage reported 
earlier that were more than 10 years old. Further, the 
propensity to incorporate increased as the size of the business 
increased. Although a significant percentage of the businesses 
were family-controlled, more than one-third had partners. 
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Markets. More than 35% of the firms exported outside the: 
region (14% outside the country) and such exports accounted) 
for approximately 22% of total sales. 


Start-Up. Almost three quarters of the firms were started from. 
scratch. 


Industry Sectors. The service sector was the preferred choice’ 
of the majority of francophone entrepreneurs (55%) with the 
tourism and secondary sectors a distant second and third choice! 
at 17% and 16% respectively. Only 3% were in the primary | 
sector. 


| 
| 
{ 


| 
{ 
| 
i 


Revenues. While most firms had revenues of less than) 
$500,000, almost a third generated in excess of $1 million in| 
annual sales. Professional services firms such as accounting and | 
consulting businesses, which accounted for 30% of the total, | 
were heavily concentrated in the less than $500,000 rane 
(87%). 


| 


( 
A number of additional observations can be made concerning | | 
the profile of businesses operated by francophone entrepreneurs. © 
The concept of multi-firm ownership appeared to be well | 
established in the francophone community. More than 43% of | 
Acadian entrepreneurs owned more than one business. Not. 
surprisingly, the larger the size of the main business, the more | 
likely it was for the owner to have had more than one business. | 
Similarly, entrepreneurs with more experience were more likely | 
to be multi-firm owners. 
Firms owned by female Francophones tended to be smaller with. 
most having sales of less than $100,000. An even greater. 
percentage (65%) of females operated in the service sector and 
no females owned businesses in the secondary sector. Firms’ 
owned by females were less likely (21%) to generate revenues | 
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outside the region and more likely (77%) to be owned by single- 
firm owners. 


Financing and Francophone Entrepreneurs 


A significant component of the study dealt with the area of 
financing, including requirements for and sources of start-up 
capital, current financing sources and financial requirements, the 
role of financial institutions, satisfaction with the sources of 
financing and financing problems. 


Start-up capital requirements were fairly small; 36% of 
francophone entrepreneurs started their businesses with less than 
$15,000 and 63% started with less than $50,000. If only first 
businesses were included, the percentages increased to 44% and 
70% respectively. Equity represented less than half of the start- 
up capital for most businesses, especially those with a total 
capitalization of less than $100,000. Not surprisingly, personal 
sources such as the owner, family and friends accounted for 
more than half of the start-up capital followed by the chartered 
banks at 17%. No other source exceeded 8%. 


Turning to current capitalization, two observations are 
noteworthy. Firstly, businesses appeared better capitalized at 
the time of the study than at start-up as evidenced by the 
increase to 64% for firms where equity represented most of total 
Capitalization. Secondly, the distribution of current financing 
sources remained virtually unchanged from start-up, with the 
exception that retained earnings became an important source of 
equity. 

Concerning the need for financing, almost 60% of respondents 
indicated that they were currently looking for financing with 
most needing amounts of less than $100,000. Firms in the 
secondary and professional services sectors were more likely to 
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need new capital, as were export-oriented firms. The desire to 
expand and the need for working capital appeared to be the two 
primary reasons for seeking additional financing. Expansion 
was tied closely to requirements for funds in excess of $100,000 
while working capital requirements were usually for amounts of 
less than $100,000. There was a definite preference for debt 
financing (81%); however, approximately 18% of respondents 
indicated they were looking for equity. Those in the market for 
equity required funds primarily for purposes of restructuring, 
exporting and research and development rather than for working 
capital and expansion purposes. 


The survey explored the role of financial institutions, in 
particular the caisses populaires, chartered banks and the 
Business Development Bank of Canada (BDC), in supporting 
francophone businesses. It also reviewed levels of satisfaction 
with the various services provided by these institutions. The 
chartered banks and the caisses populaires were the primary 
institutional suppliers of capital to Acadian businesses, followed 
by ACOA and the BDC. The caisses populaires appeared to be 
the preferred choice for firms in the tourism and traditional 
service sectors, smaller firms and firms that were 6-10 years old. 
The chartered banks appeared to be the choice of service firms 
and older, more established and larger firms. The profile of 
BDC francophone clients included firms in the services and 
secondary sectors, very small firms and firms that were either 
very new or well established. 


Overall, the levels of satisfaction with institutional sources were 
positive, with ACOA leading the group followed closely by the 
caisses populaires. More specifically, 83% of respondents 
approved of ACOA's services and almost 90% found their 
collateral requirements to be reasonable. Also of particular note 
were the high levels of satisfaction expressed by the very small 
clients of the caisses populaires. The chartered banks, the BDC 
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and the trust companies were all rated below average. The 
levels of dissatisfaction appeared to be greater for small firms 
and for firms in the professional services, secondary and tourism 
sectors. The sources of the dissatisfaction appeared to be 
related to institutional concerns with collateral, inventories and 
‘seasonality: Interestingly, the highest levels of satisfaction were 
reserved for non-institutional sources of capital, such as 
suppliers, partners, and investors. 


Acadian entrepreneurs were asked to consider the difficulties 
they faced raising capital in 1994-95 and the difficulties they 
faced prior to 1990. Not surprisingly, in light of the recession, 
the percentage indicating that they had encountered problems 
looking for money increased from 69% to 78% over this period. 
However, the nature of the problems encountered and their 
order of importance remained virtually unchanged (Table 4.3). 
The requirement for a personal guarantee continued to be the 
most significant financing problem. High debt ratios and a lack 
of profits were problems encountered by a growing percentage 
of respondents and were largely responsible for the increase in 
tTespondents who encountered problems looking for money. 


An examination of financing problems by industry sector and the 
amount of money required revealed that firms in the tourism 
sector accounted for the highest proportion of businesses 
‘experiencing financing problems. The lack of collateral, 
‘insufficient profits and the perception of this being a poor sector 
of the economy took on increasing significance for firms in this 
sector. Firms in the secondary sector experienced greater 
difficulty with sources of capital, a problem that is directly 
telated to the profitability and debt ratio problems experienced 
by firms in this sector. Firms looking for smaller amounts of 
capital experienced more difficulties with personal guarantees 

and investor control. Perceptions of a poor sector of the 
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Table 4.3 
Problems Encountered in 
Looking for Money 


1994-95 _ prior to 1990 


% % 
Personal guarantee 50 48 
Debt ratio too high 29 14 
Insufficient profits 23 1] 
Lack of sources of capital 18 15 
Poor sector of the economy 14 9 
Insufficient collateral 12 9 
Investor wanted control 7 7 
Lack of experience 5 1] 
Being a woman 2 ] 
No problem Di 3] 


Source: Acadian Entrepreneurship: Its Sources, Growth and Future, 1996 


economy and concerns with too high a debt ratio became more 
problematic as the requirement for funds increased. 


A number of additional comments relate to differences in the 
financial experiences of female entrepreneurs. More than half of 
Acadian firms started by females had an initial capitalization of 
less than $15,000 and 30% remained in that category. Start-up 
financing from family and from caisses populaires appeared to 
be more important for females than for males. The caisses 
populaires also appeared to be more important sources for 
females over time while the chartered banks appeared to 
decrease in importance, especially when compared to male 
entrepreneurs. In terms of requirements for capital, females 
were looking for smaller amounts, had less of a need for 
working capital, were more interested in funds for research and 
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development and had a definite preference for grants rather than 
equity. Finally, females encountered the same problems as 
males in finding capital, although insufficient collateral appeared 
to be more of a problem for females while the problem of too 
high a debt ratio was less problematic. Further, it is noteworthy 
that no females indicated that they were “very satisfied” with 
their relationships with their financial institutions. 


‘Small Business Support Structures 


In addition to financial support, the survey included a section 
dealing with marketing support, advisory boards and community 
attitudes. As indicated in Table 4.4, a significant percentage of 
respondents did not use outside marketing support. Private 
sector agencies and a formal marketing plan were the only forms 
of assistance cited by 25% or more of respondents. Smaller 
firms were less likely to use marketing support but those that 
did, tended to rely on government assistance. As firms grew 
and needed to develop professional marketing programs, they 
‘turned first to marketing agencies and next to a formal plan. 
Firms involved in exporting were more likely to use marketing 
support, especially dedicated staff, than non-exporters. In 
addition, the very large export-oriented firms also relied on 
‘government assistance. 

‘Only one-third of respondents indicated having a board, either 
of directors or advisory. However, an additional 23% 
‘responded to the question concerning the contribution of board 
members, suggesting that the percentage with a board may be 
‘somewhat higher. The board of directors was a more popular 
option than an advisory board, although advisory boards were 
preferred by medium-sized businesses. The very small firms 
(sales less than a $100,000) and the very large (sales more than 
$5 million) were less likely to have a board while entrepreneurs 
‘with more than 10 years of experience were more likely to 
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establish one. It is interesting to note that the internal board 
members, such as spouses, employees and partners, were 
considered to make the most valuable contributions. However, 
external members such as accountants and investors were rated 
more highly than lawyers, family, business contacts and 
consultants. 


Table 4.4 
Marketing Resources 


% 
No assistance 44 
Private sector assistance BPs 
Formal plan Di 
Government assistance 19 
Employees assigned solely to marketing 16 


Source: Acadian Entrepreneurship: Its Sources, Growth and Future, 1996 


In responding to the question concerning the community's 
attitudes towards entrepreneurship, francophone entrepreneurs 
expressed mixed opinions. They felt their communities had 
positive attitudes towards the following aspects of 
entrepreneurship: business success of local entrepreneurs, 
attracting businesses and creating jobs, instilling an 
entrepreneurial spirit in students, improving the work ethic, and 
increasing the likelihood of individuals assuming responsibility 
for their own development. However, entrepreneurs believed 
their communities were somewhat neutral in their attitudes 
towards business networking and mentoring and held generally 
negative attitudes toward entrepreneurs facing difficulties. The 
bottom line for the entrepreneurs was that their communities 
supported winners but were not very tolerant when the going 
got tough. 
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Barriers to Start-Up and Growth 


Based on the results of the survey and the consultations with 
entrepreneurs and key informants, the report reached a number 
of conclusions and made a number of recommendations in the 
areas of financing and growth, entrepreneurial culture, and 
competence, training and advice. The conclusions have been 
summarized and are presented in Table 4.5 as barriers that need 
to be addressed in order to facilitate the start-up and growth of 
businesses owned by Acadian entrepreneurs. 


Table 4.5 
Barriers to Start-up and Growth 


Low commitment to growth 

Low level of risk-taking 

Ownership closely held 

Lack of local investment 

Lack of venture/risk capital 

Lack of good venture proposals 

Lack of funds for new, small firms 

Lack of effective investment mechanisms 
Overreliance on government assistance 
10. Absence of role models 

11. Limited community support for entrepreneurship 
_ 12. Limited use of support networks 


ee ae og ae 


Source: Acadian Entrepreneurship: Its Sources, Growth and Future, 1996 


A review of the list reveals that the barriers can be grouped into 
three key areas: entrepreneurial attitudes, capital markets and 
support structures. Entrepreneurial attitudes, as reflected in the 
st three items, refer to the willingness and the desire of 
entrepreneurs to grow. The existence of too many firms owned 
by individuals who were satisfied with the status quo and who 


resisted sharing ownership is an issue that must be addressed. 
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Similarly, there are concerns with all three of the critical 
components of a vibrant capital market: risk capital, investment 
opportunities and information. Items 4-9 on the list combine to 
present serious barriers to the flow of capital required to support 
a growing small business sector. Finally, the last three items on 
the list indicate not only gaps in the support structure but some 
resistance on the part of francophone entrepreneurs to utilizing 
the support that is available. 


Future Directions 


In order to address the barriers noted above, the report made a 
number of specific recommendations. These recommendations 
were directed primarily to the CENB; however, it was noted 
that implementation would depend on a significant level of 
public/private partnering and collaboration. A list of these 
recommendations appears in Table 4.6. 


It is evident on review of the list that many of the 
recommendations build on existing infrastructure and relate 
primarily to the need to increase awareness, share information, 
explore opportunities and utilize existing resources more 
effectively. Knowledge, networks and mentoring are important 
underlying themes. Other recommendations such as those 
related to improvements in the flow of capital to small growing 
firms may require more significant structural changes. In any 
event, overcoming barriers to growth will require multiple 
approaches targeted towards potential entrepreneurs, existing 
entrepreneurs, potential investors, financial institutions and 
intermediaries, government and society at large. 
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Table 4.6 
Overcoming Barriers to Growth 


Promote the advantages of growth 

Increase awareness of financing alternatives 
Increase awareness of sources of financing 
Encourage investing at the local level 

Establish a mechanism to encourage investment 
Implement a matchmaking service at the local level 
Put more emphasis on business plans 

Lobby government for small business loan support 
Encourage the BDC to emphasize micro lending 
Encourage mentoring programs for entrepreneurs 
Promote the use of boards and business contacts 
Encourage networking among entrepreneurs 
Increase marketing information and support 
Increase awareness of the role of entrepreneurship 
Promote awareness of youth initiatives 


Source: Acadian Entrepreneurship: Its Sources, Growth and Future, 1996 
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CHAPTER 5 
ENTREPRENEURSHIP AND 
YOUTH 


The importance of fostering an enterprising culture among our 
youth and encouraging them to consider the option of an 
entrepreneurial career cannot be overstated. While sweeping 
social and economic changes have had significant effects on 
society generally, the impact on young people has been 
especially pronounced. Increasing unemployment and poverty 
among today's youth have resulted not only in the need to 
encourage young people to consider entrepreneurial careers but 
also to provide them with the support structure to facilitate such 
endeavours. 


The significance of entrepreneurship among young people is 
aptly summarized in a report of the Canadian Youth Foundation. 
The report, in suggesting options for addressing the problem of 
youth unemployment, states that while entrepreneurship is not 
the answer to the problem, it is “one way of beginning to 
address longer term social and personal issues affecting youth 
and the employment marketplace.”** Average unemployment 
rates of between 20-29% for young people in Atlantic Canada 
Table 5.1) reinforce the magnitude of the problem in the region. 
The report further states that “The drive and self-determination 
of young Canadians to start their own businesses demonstrates 
an important shift away from the climate of dependency that has 
been demonstrated so often in recent Canadian experience.””” 


. Youth Unemployment: Canada's Hidden Deficit, 1995, published by the Canadian Youth 
Foundation, Ottawa, p.ii. 


; 
33 
| Ibid. p.17 
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Table 5.1 
Unemployment Rates for Atlantic Canada 
for Ages 15-24 
1990-1995 Average 


% 
Nova Scotia 20 
New Brunswick 20 
Prince Edward Island 21 
Newfoundland and Labrador 29 


Source: Labour Force Statistics, Statistics Canada 


Notwithstanding the positive impact of an entrepreneurial career 
strategy on employment opportunities for young people, there 
is evidence that today's youth represents a generation of 
reluctant entrepreneurs who opt for entrepreneurship only as a 
last resort.** Further, although there are a growing number of 
initiatives designed to encourage the growth of entrepreneurship — 
among youth’’, there has been a lack of research documenting 
the motivations, characteristics and needs of young 
entrepreneurs and the challenges they face when attempting to 
start businesses. 


A 1995 report by the Atlantic Canada Opportunities Agency 
(ACOA)”* represents one of very few empirical research studies 
on young entrepreneurs in the country. The report is based on 


34 ' 
Youth Unemployment: Canada's Rite of Passage, 1995, published by the Canadian Youth 
Foundation, Ottawa. 


35 : 
Support Programs for the Development of Young Entrepreneurs: Best Practices, 1995, published by 
the Atlantic Canada Opportunities Agency, Moncton. 


6 
Characteristics and Needs of Young Entrepreneurs and Young Persons Wanting to Become 
Entrepreneurs in Atlantic Canada, 1995, published by the Atlantic Canada Opportunities Agency, 
Moncton (unless otherwise indicated, the data in this chapter are taken from this report). 
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surveys of existing young entrepreneurs and young people who 
want to become entrepreneurs, as well as on a number of 
interviews with representatives of the banking community and 
small business support organizations. 


While the purpose of the ACOA study was to examine the 
supply of, and demand for, business support programs designed 
to meet the specific needs of young entrepreneurs, the report 
provides some useful insights into the profile of young 


entrepreneurs and their businesses, their motivations for 


establishing ventures and the barriers they faced at the start-up 
and growth stages of their businesses. This report and the two 
produced by the Canadian Youth Foundation serve as the basis 
for much of the following discussion of youth and 
entrepreneurship in Atlantic Canada. 


_ Profile of Young Entrepreneurs and Their Businesses 


The ACOA study, although based on a sample of only 46 
existing and 46 potential entrepreneurs’’, provided some useful 
information concerning the demographic profile of young 
entrepreneurs in the region. The average age for young 
entrepreneurs at start-up was less than 22 and although there 
was only a slight difference in the ages of males and females, a 
significantly higher percentage of males started their first 


_ businesses as teenagers. Females accounted for over 30% of the 
_ total of young entrepreneurs and aspiring entrepreneurs. 


The proportion having some post-secondary education was over 
80% with more than half having completed a community college 
Or university program. 


37 
Represents a response rate of 20.6% for each group. 
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In terms of work experience (Table 5.2), the overwhelming 
majority (70%) of the survey participants had worked in small 
private sector firms, on average approximately 4.5 years, before 
venturing out on their own. However, there were some notable 
differences between the actual entrepreneurs and the aspiring 
entrepreneurs. A greater percentage of the aspiring 
entrepreneurs had worked for large firms in the private sector 
and for government. In addition, a greater percentage of this 
group were either unemployed or on Workers' Compensation. 


Table 5.2 
Type and Duration of Employment 
(Aspiring Entrepreneurs) 
or Employment Prior to Business Start-up 
(Established Entrepreneurs) 


Previous Established Aspiring 
Employment Entrepreneurs Entrepreneurs 

Type Duration Type 

(%) (years) (%) 
Large private sector 14.7 6.4 ZOU 
Small private sector 70.6 47 523] 
Private sector* oe) 4.0 2 
Government 29 5.0 356 
School OMe, n.a. n.a. 


* Employed by private sector firm, but size of firm not indicated 


Source: Characteristics and Needs of Young Entrepreneurs ... 


Multi-firm Owners 


Forty percent of the entrepreneurs in the study had established 
more than one business while the remaining 60% were operating 
their first and only venture. A number of interesting findings 
relate to the comparison between these single-firm and multi- 
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firm owners. Young entrepreneurs who owned more than one 
business were more likely to have started their first business at 
an earlier age, usually during their school years, as compared to 
single-firm entrepreneurs who usually waited until after 
graduation. In addition, multi-firm owners had an average of 
five years of entrepreneurial experience, nearly twice that of the 
single-firm owners. However, perhaps even more noteworthy 


are the differences that appeared to exist between the two 
groups in terms of firm size, industry sectors and ownership 
_ structure. 


Measures of firm-size included both sales and number of 
employees. In both cases there appeared to be a strong 


correlation between larger size and multi-firm entrepreneurs. In 
the case of sales, the average for the multi-firm group was 
approximately $600,000 which was in the order of four to five 


times that of the single-firm group ($125,000). The employment 


generated by the multi-firm entrepreneurs was also significantly 
greater (approximately 50%) than that for single-firm owners 
(Table 5.3). In fact, more than half of the multi-firm group had 
| more than five employees compared to less than 20% of the 
| single-firm category. 


Table 5.3 
Employment Distribution 
Single-Firm versus Multi-Firm Owners 


Employees Single-Firm Owners Multi-Firm Owners 
# % x % 
None 7 26.9 1 pee) 
1-5 14 53.9 7 41.2 
6-10 3 i ee: 5 29.4 
iM 2 —Lt 223 22) 
Total Zh 100.0 17 100.0 


En a rens 


Source: Characteristics and Needs of Young Entrepreneurs ... 
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A second area of comparison between the multi-firm and single- 
firm entrepreneurs related to choice of industry sector. The 
areas of choice for single-firm entrepreneurs were retail (37%) 
and personal services (30%). Multi-firm owners, on the other 
hand, tended toward higher growth industries such as 
manufacturing (39%) and business services (22%); although a 
significant percentage (22%) operated in the retail sector. 


Multi-firm entrepreneurs were more likely to either incorporate 
or take on a partner for their first venture than were single-firm 
entrepreneurs (33.3% versus 25.9%). Multi-firm entrepreneurs 
also exhibited a high propensity to incorporate over time; 
incorporation by multi-firm owners grew from an initial 22% to 
80% in their current businesses. Finally, males were more likely 
to be in the multi-firm category than females. 


In terms of industry sectors and types of ventures, the business 
interests of the young entrepreneurs responding to the survey 
differed from the normal distribution of small businesses in the 
region in a few areas. Businesses in the manufacturing sector, 
which represent only 5% of all small businesses in Atlantic 
Canada, were the choice of over one-third of young 
entrepreneurs. The study further reports that these young 
entrepreneurs operated manufacturing businesses that produced 
a broad range of products including such items as blaster bags, 
dental prothesis, clothing, musical instruments and electronics. 


Similarly, over 30% of young entrepreneurs were pursuing 
ventures in the retail sector, which was more than twice the 
average for all small businesses in the region. Examples of retail 
products included sporting goods, hockey cards, clothing and 
computers. The service sector, in particular business services 
and personal services, was another popular area of endeavour 
for young entrepreneurs. The rate of participation in personal 
services was comparable to the average for all firms in the 
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region, while the interest in business services by young people 
appeared to be twice that for all small firms. Examples of 
service firms operated by young entrepreneurs included video 
production, printing, bookkeeping and marketing research. 


Respondents appeared to be under-represented in both the 
resource-based and construction sectors when compared to the 
averages for all Atlantic small firms. 


Motivation for Establishing Ventures 


The Canadian Youth Foundation report®® cites two reasons for 
young people getting involved in starting their own businesses: 
_as a final option to dealing with their employment prospects and 
to have more control over their future. Young entrepreneurs 
responding to the ACOA survey expressed a similar need for 
independence citing “being my own boss” as the second most 
important reason for becoming self-employed. However, the 
| most important motivating factor for this group was personal 
accomplishment. 


‘In contrast to the Canadian Youth Foundation report, 
| participants in the ACOA study did not report the lack of job 
| opportunities as a significant influencing factor. In fact, the lack 
-of jobs ranked ninth on a list of eleven factors cited as 
motivations for self-employment. Other important motivators 
included the opportunity to make more money, higher earnings 
| potential, flexibility, market opportunity and encouragement 
from others. The two least important factors were previous 
/employment and family tradition. Overall, the findings of the 
ACOA study are highly consistent with other research on 


4 Youth Unemployment: Canada's Hidden Deficit, 1995, published by the Canadian Youth 
Foundation, Ottawa. 
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entrepreneurial motivation for youth” and for all Canadian 
entrepreneurs”. 


Closely related to motivations for establishing ventures is the 
issue of key influencers on the decision to become an 
entrepreneur. Both the existing entrepreneurs and the aspiring 
entrepreneurs were asked to indicate the level of influence of a 
number of identified individuals on that decision. Table 5.4 
summarizes those ratings for both groups. In both cases, the 
spouse was clearly the most influential individual; although 
only 38% of respondents were married. The influence of close 


Table 5.4 
Key Influencers on Established and 
Aspiring Entrepreneurs 


Established Aspiring 
Entrepreneurs Entrepreneurs 
(Average rating) (Average rating) 


Spouse 2.3 2.4 
Parent or guardian 29 3.3 
Close friend 3.0 2.8 
Local business owner De 30 
Teacher or professor oa 3.6 
Previous employer 4.0 40 
Another relative 4.] Sigg) 


Ratings are based ona scale of 1 to 5, with 1 being the greatest level of influence. 


Source: Characteristics and Needs of Young Entrepreneurs ... 


9 : 
Young and Older Entrepreneurs: An Empirical Study of Difference, 1991, Jean Lorrain and 
Louis Raymond, Université du Québec a Trois-Riviéres. 


40 
Why People Decide to Start a New Business: The Effect of Cultural Values on Entrepreneurs, 1989, 
The State of Small Business, Ontario. 
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friends also received a high rating from both groups. Parents 
appeared to have considerably greater influence on established 
entrepreneurs while the aspiring entrepreneurs relied more 
heavily on other relatives. Overall, 43% of the young 
entrepreneurs had self-employed parents; however, parental 
influence appeared stronger for females, half of whom had self- 
employed parents compared to 39% of the males. 


Barriers to Start-Up and Growth 


“Young Canadians are not certain of their ability 
to become entrepreneurs. The participants in 
this study are all prepared to consider starting a 
business....; however, they do not take starting 
a business lightly. They carefully consider the 
challenges involved and acknowledge that they 
are not well equipped, with neither capital nor 
| business experience, to be entrepreneurs.””*! 


The lack of finances and the lack of credibility were the two 
most significant obstacles cited by young people when starting 
their businesses. The ACOA study identified the following 
additional issues in order of importance: lack of information, 
lack of experience, lack of confidence, lack of education and 
lack of support. Following is a brief discussion of the major 
barriers and the approaches taken in an attempt to overcome 
them. 


4 
: Youth Unemployment: Canada's Rite of Passage, 1995, p. 27. 
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Lack of Financing 


Not unlike the general population of entrepreneurs, the problem 
of accessing financing was clearly the most difficult one. As 
suggested by the Canadian Youth Foundation”, the problem is 
not only one of raising the necessary capital but also the 
personal financial risk that the aspiring entrepreneur must often 
take in order to start their venture. However, to their credit, 
young people in the ACOA study were able to obtain amounts 
ranging from less than a $1,000 up to $150,000, with the 
average being slightly less than $16,000. 


In terms of the sources of financing utilized by young 
entrepreneurs (Table 5.5), approximately 25% of the total 
capital invested in their first business came from their own 
resources followed closely by 24% from various federal 
government departments and agencies. Banks, friends and 
family and private investors were the only other sources that 
accounted for 10% or more. The primary source of the 
“personal contribution” was savings from previous employment 
(76.2%). However, females obtained a smaller proportion from 
this source than males (64.3% versus 82.1%) but relied more 
heavily on gifts from parents and relatives (28.6% versus 
14.3%) and on credit cards (21.4% versus 10.7%) than did 
males. Males indicated accessing a greater percentage of their 
“personal contribution” from the sale of personal assets (17.9% 
versus 7.1%). 


Interestingly, for those who had started additional businesses 
(Table 5.6), the banks, trust companies and private investors 
appeared to take on increasing importance. Nonetheless, 
personal contributions continued to be a significant source of 
financing for those who established multiple ventures. 


42 
Youth Unemployment: Canada's Hidden Deficit, 1995. 
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Table 5.5 
Sources of Financing for First Business: 
Young Entrepreneurs 
Average for All Respondents 


% 
Personal contribution 25.6 
Friends and family 14.7 
Private investor bcd 
Banks and trust companies 17.4 
Credit unions cry 
Insurance companies 0.0 
Finance companies 0.2 
Business Development Bank la2 
Other federal government pS 
Provincial government 1.4 
Other mee 
Total 3 100.0 


| Source: Characteristics and Needs of Young Entrepreneurs ... 


Females relied more on their own and their friends' resources 
than did males, although women also were more likely to utilize 
sources such as suppliers and partners. Family and friends were 
the most important sources of financing when the total 
requirements were very small (i.e. up to $2,500). For projects 
that required more than $25,000, the federal government was 
the most significant source followed by the banks and credit 
unions. The personal contributions of the entrepreneurs 
appeared to be the most significant when the requirements for 
capital were in the mid-range (i.e. $2,500 - $10,000). Private 
investors appeared to prefer either the very small or the very 
large projects. Finally, federal government sources were more 
} 
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Table 5.6 
Sources of Financing for First Business 
Single-Firm versus Multi-Firm Owners 


Single-Firm Multi-Firm 


% % 
Personal contribution 23.9 28.4 
Friends and family 23.4 a 
Private investor 0.0 7s. 
Banks and trust companies 6.9 het 
Credit unions 6.5 0.0 
Insurance companies 0.0 0.0 
Finance companies 0.4 0.0 
Business Development Bank 2 0.0 
Other federal government 321 11.0 
Provincial government a 0.5 
Other peer n) 0.0 
Total 100.0 100.0 


Source: Characteristics and Needs of Young Entrepreneurs ... 


frequently cited with larger projects while the provincial 
governments were cited more frequently with the smaller ones. 


A number of additional observations concerning the investment 
behaviour of the young entrepreneurs in this study are 
noteworthy. Firstly, on average, the males invested more than 
twice that of the females in their first business ($19,163 versus 
$9,154). Secondly, the average investment for those who 
started their business after they were out of school was five 
times that of those who started their business while still in 
school ($23,329 versus $4,694). Thirdly, of those who started 
their ventures while still in school, the average investment for 
those in post-secondary institutions was five times that of those — 
in secondary schools ($8,513 versus $1,600). Fourthly, the — 
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average investment in their current venture for those who had 
started multiple businesses was more than five times that of the 
average investment in a first business ($90,938 versus $15,682). 


Lack of Credibility 


A lack of credibility was the second most frequently mentioned 
obstacle encountered by young entrepreneurs. Interviews with 
representatives of the banking community in the region provided 
some insight into the reasons underlying this lack of credibility. 


Firstly, the bankers indicated that many aspiring young 
entrepreneurs did not provide well researched and well 


documented business plans in support of their requests for 


financing. Projects were often not well thought through and 
many potential young entrepreneurs did not appear to utilize 
available programs and services. Secondly, there appeared to be 
a “widespread opinion by local bank personnel that ‘a financing 
applicant is a financing applicant’ regardless of age.” Asa 
result, young people lacked the necessary financial resources, 
particularly the equity, to qualify fora loan. This led to requests 


from the bankers for personal guarantees that were difficult for 


these young people to satisfy. Thirdly, the bank officials 


Interviewed were concerned with the lack of managerial and 
administrative experience of these budding entrepreneurs. They 
specifically cited the subsequent monitoring problems for the 
bank associated with working capital loans when there was a 


general lack of financial management skills. Not unlike the 
concerns expressed regarding the lack of planning, the bankers 


‘wanted to see a strategy in place for addressing these 
| deficiencies. 


43 
| Characteristics and Needs of Young Entrepreneurs and Young Persons Wanting to Become 
| Entrepreneurs in Atlantic Canada, 1995. 
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Lack of Information, Experience and Education 


The non-financial hindrances noted by young entrepreneurs in 
the areas of information, experience and education are closely 
related to each other. They are also consistent with the 
concerns expressed by the bankers with the lack of preparation 
and limited managerial experience and skills of young people 
wanting to start businesses. 


Key informants from government departments and agencies and 
small business support organizations differed from the bankers 
in their views on the level of business planning conducted by 
young entrepreneurs. In comparing individuals under the age of 
thirty with those over the age of thirty, the former were thought 
to be better prepared in terms of business planning. However, 
there was agreement with the bankers’ view that the younger 
entrepreneurs were not as well equipped in terms of financial 
planning and cash flow management. An area of additional 
concern and one that appeared to be shared by both the young 
entrepreneurs and the key informants was the lack of marketing- 
related expertise. While it was acknowledged that there had 
been improvement in this area, there was still a consensus that 
young people lacked necessary marketing research and planning 
skills. 


Given the gaps in the areas of financial planning and marketing, 
it comes as no surprise that these two areas topped the list of 
needed business assistance identified by young entrepreneurs. 
However, it does come as somewhat of a surprise that fewer 
than 40% of the young entrepreneurs (ACOA study) had 
undertaken any training in these or any other areas related to — 
their businesses and that very few had used training to address _ 
their marketing and financial management needs. 
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Lack of Confidence and Support 


With the possible exception of the lack of support noted by 
aspiring entrepreneurs, neither of these barriers were considered 
to be significant obstacles for young entrepreneurs. As a result, 
they were somewhat further down the list of hindrances cited by 
young people. However, it is noteworthy that representatives 
from the banks and small business support organizations felt that 
lack of self-confidence was a major impediment to potential 
entrepreneurs. Specifically, this lack of self-confidence was 
thought to inhibit young people to the point where they failed to 
take advantage of the many services and programs available to 
them. 


Notwithstanding the absence of major constraints expressed by 
/young entrepreneurs in the areas of lack of confidence and 
support, it is clear that support from a variety of sources was 
important to the decision to start a business as well as to the 
new venture creation process. As noted previously, this 
|appeared to be particularly true of the advice and support 
provided by parents, spouses, relatives and friends. Results 
from the two studies indicated the considerable influence of this 
close personal network on the entrepreneurial actions of young 
people. 


Overcoming Barriers 
| 
Young entrepreneurs utilized a variety of approaches to 
overcome the barriers discussed above. However, with the 
exception of government assistance which was ranked third by 
aspiring entrepreneurs, both practising and aspiring 
entrepreneurs relied primarily on themselves and their own 
determination and perseverance as well as the close personal 
network cited previously. 


The ACOA study posited two explanations for the low 
incidence of seeking outside help. On the one hand, young 
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people may have been either unaware of the sources of 
assistance or how to access them. On the other hand, they may 
have lacked confidence in the value of these external sources 
and thus chose not to use them. In either case, while young 
entrepreneurs are to be commended for their determination and 
perseverance, there is concern that under-utilizing the support 
structure may weaken chances for success. 


Sources of Assistance and Support 


There is a range of “best practice” services and programs in 
Atlantic Canada designed to serve the needs of young 
entrepreneurs, including student entrepreneurs. A 1995 report 
on support programs for young entrepreneurs” provides an 
extensive, although not all-inclusive”, inventory of business 
assistance programs targeted towards both groups. Student 
entrepreneurs are defined as “young people who have not 
completed their education and are running summer or part-time 
businesses,” while young entrepreneurs are those “who have 
completed their education and are starting full-time ventures as 
their career or employment choice.”*° 


Areas covered in the “Best Practices” publication include 
financial assistance, start-up training and counselling, student 
venture programs, award and scholarship programs, associations 
and networking opportunities, and promotional activities and 
resource materials. A number of these support programs and 


44 F 
Support Programs for the Development of Young Entrepreneurs: Best Practices, 1995, published 
by the Atlantic Canada Opportunities Agency, Moncton. 


: Junior Achievement (JA) is one example of an organization whose programs are not included in this 
publication. Funded primarily by the private sector, JA offers a combination of in-school and after- 
school programs that served more than 49,000 students in Atlantic Canada during the five-year period 
from 1990 to 1995 (Source: Junior Achievement). 


6 
Support Programs for the Development of Young Entrepreneurs: Best Practices, 1995, published 
by the Atlantic Canada Opportunities Agency, Moncton, p. A.1. 
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associations are national in scope, such as the “I Want to be a 
Millionaire” program and the Association of Collegiate 
Entrepreneurs. However, many are targeted specifically to 
young entrepreneurs and student entrepreneurs in Atlantic 
Canada. Table 5.7 includes examples of financial assistance and 
support programs available in each of the Atlantic Provinces. 
The 1995 report concludes that there is significantly more 
support available to student entrepreneurs than to young 
entrepreneurs and that young entrepreneurs are not a strategic 
focus in most areas of the country. 


In addition, although not necessarily targeted towards youth, 
there are also traditional sources of assistance available to young 
entrepreneurs, for example, assistance provided by banks, 
accountants, lawyers, post-secondary institutions, consultants, 
business development centres, government departments and 
agencies and others. 


‘In an attempt to assess the impact of the business support 
| structure on the efforts of young entrepreneurs to establish and 
| grow their businesses, participants in the ACOA study were 
asked a number of questions relating to membership in, use of, 
and satisfaction with, various organizations. Firstly, young 
entrepreneurs were asked to indicate the organizations to which 
they belonged and then to identify those which had any direct 
positive influence in terms of preparing them for business 
ownership. Responses indicated that membership in business 
associations was generally low and of limited usefulness in 
preparing young entrepreneurs for being in business for 
‘themselves. Junior Achievement, professional associations and 
Chambers of Commerce were cited by respondents as being the 
‘most useful. However, given the small number of mentions, 
‘these results should be interpreted with caution. 


{ 
{ 
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Table 5.7 
Financial Assistance Programs for 
Student and Young Entrepreneurs 
in Atlantic Canada (1995) 


@ Youth Entrepreneurship Skills (YES) Program 
(Nova Scotia) 

@ New Entrepreneur Loan Program 
(Prince Edward Island) 

@ Student Venture Capital Program 
(New Brunswick) 

e Youth Venture Loan & Young Entrepreneur Loan 
Programs (Newfoundland and Labrador) 

Youth Entrepreneurship Program 
(New Brunswick) 

@ Graduate Self-Employment Program 
(Newfoundland and Labrador) 


Secondly, survey respondents were asked to rate their level of 
satisfaction with the sources of assistance that they had used for 
their businesses and to rate a number of identified sources of 
potential assistance. As indicated previously, young 
entrepreneurs relied most heavily on those in their close personal 
networks, namely friends, relatives and parents. Other sources 
of assistance, in order of importance, were the provincial 
government, business acquaintances, accountants and the federal 
government and its agencies. In terms of usefulness, the 
personal networks were again at the top of the list with the 
banks and post-secondary institutions at the bottom. 


There were some notable differences in the views expressed by 
the actual entrepreneurs and those of the aspiring entrepreneurs 
as to whether they would use each of the various sources of 
assistance. Those already in business were more likely to rely 
on business acquaintances and accountants in addition to their 
personal networks. Aspiring entrepreneurs, on the other hand, 
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expressed preferences for provincial government departments 
and agencies, the Business Development Bank of Canada and 
customers and suppliers. They were also more likely to indicate 
use of federal government departments and agencies, 
consultants and the banks than were established entrepreneurs. 


Future Directions 


A number of fairly consistent themes emerged from the ACOA 
‘study and the work of the Canadian Youth Foundation. Firstly, 
more needs to be done to encourage young people to consider 
an entrepreneurial career option. Young people under the age 
of 25 still represent only 5% of all self-employed in Canada 
compared to 20% of all employees. The percentages for those 
under the age of 35 are 25% and 50% respectively. In all cases, 
these percentages have changed very little in the past decade.*’ 
‘As a result, there is a significant opportunity to increase the 
number and the proportion of young people interested in 
entrepreneurship and self-employment. However, that process 
has to start early with an enhanced focus on entrepreneurship in 
the education system. While it is generally acknowledged that 
‘significant improvements have been made in Atlantic Canada in 
this area, it is also agreed that more could and should be done. 
The area of entrepreneurship education will be explored further 
in the next chapter. 


Secondly, young entrepreneurs should be encouraged to utilize 
external sources of assistance and support in order to minimize 
the barriers to start-up and growth and to enhance the likelihood 
of establishing successful ventures. Young people rely primarily 
on a close personal network of family and friends and their own 
determination and perseverance to establish their businesses. 
This approach can and should be complemented with the 


47 
_ Source: Characteristics and Needs of Young Entrepreneurs... 
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information, advice and assistance available from a variety of 
established external sources. The challenge is to make those 
sources more accessible to potential young entrepreneurs. 


Thirdly, access to financial assistance must be improved in ordel 
to ensure that young entrepreneurs can acquire the capital. 
necessary both for start-up and growth. This constraint is’ 
magnified by the lack of credibility afforded these young people, 
especially by financial institutions. Improved access to capital 
will require innovative programs targeted to the needs of young 
people and based on collaborations among key stakeholders. | 


Finally, the support structure should be modified to ensure that 
young entrepreneurs are provided with the necessary, 
counselling, training and networking opportunities. The issue 
here appears to be one of ensuring that the assistance is tailored 
to the specific needs of young entrepreneurs and available in an 
appropriate and timely manner. 
Based on the conclusions and findings of the ACOA study and. 
two follow-up roundtable meetings of young entrepreneurs and: | 
representatives of the small business support network,” a 
number of specific recommendations were made “...on the 
design of a comprehensive business assistance program to 
accelerate the development of young entrepreneurs and to 
increase the number of businesses and jobs created by this’ 
segment of the entrepreneurial population.”*”” A summary of 
these recommendations is included in Table 5.8. 
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ACOA: Summary of the Roundtable Meeting on the Development of Young Entrepreneurs, Halifax, 


Nova Scotia, April 1995 and Summary Report of the Senior Level Roundtable on the Development of 
Young Entrepreneurs, Halifax, Nova Scotia, August 1995. | 
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Since the ACOA study, the Canadian Youth Business 
Foundation announced their Intervision Program Strategy which 
is designed to support youth entrepreneurs by delivering 
services through the Internet and World Wide Web. Further, in 
May of 1996, ACOA introduced a toll-free hotline in Atlantic 
Canada to help young entrepreneurs obtain information on 
‘programs and services designed specifically for them. The 
hotline, implemented through the Canada Business Service 
‘Centres, provides a single point of access to federal, provincial 


Table 5.8 
Summary Recommendations on Young Entrepreneurs 
| and Young Persons Wanting to Become Entrepreneurs 


_ @ Establish an entry point for business assistance 

_ @ Improve access to financial support 

_ @ Develop modularized “just-in-time” training 

_ @ Establish network and mentoring program 

@ Deliver entrepreneurship and business opportunities seminars 
_ @ Provide counselling support and assistance with studies 

_ @ Enhance the focus on entrepreneurship in the education system 
_ @ Increase promotion efforts 

, ©@ Target efforts to sub-groups of young entrepreneurs 

(new graduates, aboriginals, women, etc.) 

_ @ Prepare a young entrepreneurs' handbook 


ie 
Source: Characteristics and Needs of Young Entrepreneurs ... 


} 


and private sector business information sources and referral 
services tailored to meet the needs of existing and aspiring 
entrepreneurs between the ages of 18 and 29. 


More recently, a report” by the Ministerial Task Force on 
Youth made a number of recommendations to the federal 


| 
ie Take on the Future: Canadian Youth in the World of Work, 1996, Ministerial Task Force on Youth, 


‘Ottawa. 
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government on the development of a national youth strategy. | 
Among the report's recommendations are suggestions designed | 
to encourage the entrepreneurial spirit of youth and to support | 
their efforts to start their own companies. Increased | 
collaboration, mentoring and improved access to capital and _ 
information were noted as critical components of any strategy 
designed to support entrepreneurship among Canadian youth. 
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CHAPTER 6 
ENTREPRENEURSHIP 
AND EDUCATION 


It is widely recognised that Atlantic Canada needs large numbers 
of entrepreneurs; men and women who will assume the risks and 
commitments of business ownership. Until a relatively few years 
ago the emergence of these people was left largely to chance. 
Recently, however, there have been initiatives designed to 
encourage the development of an entrepreneurial mind-set 
among the populace, to find ways to make the perception of 
entrepreneurship as a viable career alternative more attractive, 
and to enhance the image of business in the public’s eye. 
Further, there is a recognition that we must develop employees 
‘who are prepared to share responsibility for the success of the 
organizations in which they work. 


Whether entrepreneurship can be “taught” or “learned” is the 
subject of much debate. Most would agree, however, that an 
‘education system which encourages creativity and self-reliance, 
which acquaints learners with the role of business and 
entrepreneurship, and which utilizes non-traditional teaching 
methods to integrate the community at large with the classroom, 
is a positive factor in achieving these goals. These approaches 
are currently being incorporated into enterprise and 
entrepreneurship education programs delivered at post- 
secondary institutions, at high schools, and at other levels of the 


region’s school system. 


| 
The 1991 edition of The State of Small Business and 
Entrepreneurship in Atlantic Canada discussed at length the 
results of a major study carried out in 1989 by researchers at 


Mount Allison University and the Université de Moncton 


i 
| 
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regarding the status of entrepreneurship education in Atlantic | 


schools, particularly at the elementary and high school levels. 


This project, Projet Entrepreneurship Project (PEP), funded by 
the Atlantic Canada Opportunities Agency, examined the degree | 


to which students were exposed to entrepreneurial concepts and 
influences and recommended ways that the education system 
could be modified to enhance the development of an 


entrepreneurial environment. One of the purposes of this study | 


was to establish data which could be used as a benchmark in 
measuring the impact over time of efforts made to breed a 
stronger entrepreneurial culture in the region. 


Since the release of the PEP study, all four Atlantic provinces 
have introduced enterprise or entrepreneurship education into 
their high school systems. Although approaches to this 
education vary throughout the region, commonalities include 
project-based learning, a greater than usual use of guest 
speakers, utilization of case materials, and a focus on business 
planning and business and economic issues. Unlike the high 
school curricula, which tended to be developed independently 
within each of the four Atlantic provinces, the introduction of 
enterprise content into the remainder of the school system has 
proceeded in a more cooperative manner. The Atlantic 
Provinces Education Foundation (APEF) has coordinated much 
of this activity, spearheading the development of regional 
programming, in cooperation with ACOA and the four 
Departments of Education. Since 1990, there has also been a 
substantial increase in the number and quality of 
entrepreneurship programs offered at the post-secondary level 
throughout the region. 


This chapter summarizes some of these developments and 
includes a discussion of early impacts on the entrepreneurial 
attitudes of grade 12 students (the end product of the 
compulsory education system). 
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Entrepreneurship Education at Pre-High School Levels 


In 1991, the Maritime premiers issued a challenge to their 
respective Ministers of Education to formulate an initiative for 
the regional development and implementation of curricula, 
professional development and in-service programs in 
entrepreneurship education. In response to this challenge, by 
1993 APEF had produced a proposal which was designed to 
build on progress already achieved in the field by individual 
provinces, but specifically focused on elementary grades K-6. 


The project addressed programming in both official languages. 
The English language component of the project concentrated on 
_ the completion of entrepreneurship learning materials for use in 
elementary schools, a program which was currently under 
development by the PEP group at Mount Allison University and 
_ the New Brunswick Department of Education. The project also 
_addressed the teacher training and professional development 
_ requirements of this new approach to education. 


_ An analysis of the French language curricula identified possible 
areas where the values, skills and attitudes associated with 
-entrepreneurship could be integrated and also served as a 
framework for the teacher training and _ professional 
_ development components of a francophone project. 


_ Through the efforts of APEF and the various other partners, the 
project has met with a good deal of success. The English 
language program, Pathways to Enterprise, was piloted in the 
_ region during the 1995 school year, and was set to be integrated 
| into the curricula for grades 3 through 8 in each province by the 
fall of 1996. The French language program is scheduled to be 
introduced in grades up to grade 3 in the fall of 1996, and into 
grades 4-6 by fall, 1997. In addition to the implementation 


| 
| | 


| 
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phase, appropriate training of teachers in both languages has 
been ongoing. 


The original PEP study identified a lack of entrepreneurship 
education at the elementary level as an important deterrent to 
the development of an enterprising culture throughout the 
region. The progress made in the implementation of this 
initiative should make a substantial contribution toward 
addressing this deficiency. 


Entrepreneurship Education in Atlantic High Schools 


The first approaches to addressing the deficiencies in 
entrepreneurship education identified in the original PEP report 
took place throughout the region at the high school level. In 
1995, the Université de Moncton conducted a follow-up to the 
survey” to draw comparisons between the attitudes of grade 12 
students towards entrepreneurship in 1989 and those of 1995 
grade 12 students. Although this was not a longitudinal study, 
in that the groups of students surveyed were different, a 
reasonable degree of consistency with the 1989 report was 
attained by surveying students attending grade 12 at the same 
schools and by using the same survey instrument. The sample 
sizes were virtually identical, 4,849 in 1989 and 4,864 in 1995. 
Census data were incorporated to describe and analyse aspects 
of the economic reality of the localities in which the students 
lived. 


The questionnaire made it possible to collect data on a number 
of variables intended to measure attitudes towards, exposure to, 
and experience with entrepreneurship both inside and outside 
the school environment. These included interpersonal contacts 


51 
The Intention to Become an Entrepreneur: A Comparison of Two Cohorts of Grade 12 Students in the 
Atlantic Provinces, 1996, Draft Report, Université de Moncton, Moncton. 
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and networks, the intention to become an entrepreneur, personal 
characteristics and competencies, and students’ beliefs with 
regard to business-related issues. These variables were further 
divided into measurement scales, as can be seen in Charts 6.1 
_ through 6.4. Students were asked to indicate over a range of 1 
(low) to 9 (high) their opinions on each of the scales identified 
in the questionnaire. The results of this 1995 study are 
- summarized below. 


Main Results for the Combined Cohorts of 
| Atlantic Canada Students 


| Two thirds of the students surveyed in 1995 were 17 years old: 
| slightly more than half were female. Ninety percent were born 
| in the Atlantic region and had spent almost all of their lives 
| there. Approximately one third had experience running their 
: own businesses. A large majority (86%) expressed an intention 
| to pursue post-secondary education, with slightly more than 
| 50% planning to attend university. More than a third would 
: prefer to work outside the Atlantic region; an additional one in 
| five expressed a desire to work somewhere in the region other 
| than their present location. The survey also investigated the 
| demographic profiles of the communities in which the students 
| lived. Unemployment rates in these communities were higher in 
| 1995 than in 1989 (18% vs 16%); however, average household 
_ income was substantially higher ($38, 512 vs $28,713). 
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CHART 6.1 
Atlantic Canada Students 
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Source: Intention to Become an Entrepreneur 


CHART 6.2 
Atlantic Canada Students 
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As in 1989, the 1995 cohort reported few contacts with 
entrepreneurs. On average, they reported knowing 11 
entrepreneurs, of whom two were family members. Overall, 
students felt that the impact of their social milieu in making them 
aware of entrepreneurship or in providing encouragement to 
start or acquire a business was moderately weak on a scale 
ranging from very weak (1) to very strong (9). 


In 1989, about 10% of grade 12 students stated they had not 
been exposed to entrepreneurship-related content in any 
courses. By 1995, 99.3% of grade 12 students had been exposed 
to content in anywhere from one to five courses; 45% of these 
students had learned about entrepreneurship in three or more 
courses compared to 30% in 1989. 


A review of Charts 6.1 through 6.4 indicates that the two 
groups of students reported similar experiences in school. 
Contacts with the business world, learning things related to 
business, and being made aware of entrepreneurship as a career 
choice were rated as moderately weak. On the other hand, 
students considered the opportunities provided at school to 
develop the qualities of entrepreneurs (for example, leadership, 
problem solving, initiative, self-confidence and the need for 
achievement) as moderately effective. Students cited the media 
moderately frequently as a source of information about the 


| business world. Overall, students considered the image of the 
| Atlantic region presented by the media to be rather neutral. 


| Although students felt the economic vitality of the region where 
they live was moderate, and had only a moderately positive 
| perception of the degree to which business people fulfilled 
their social obligations, they felt relatively strongly 
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CHART 6.3 
Atlantic Canada Students 
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Source: Intention to Become an Entrepreneur 
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that small and medium-sized businesses make an important 
contribution to society and that people living in a given region 
should encourage the creation of new businesses in their area. 
They felt that should they start a business they would receive a 
moderately strong level of encouragement and a moderate level 
of financial support from people they know. While students had 
a moderately high level of admiration and respect for business 
people, they rated their degree of interest in business and their 
personal efficacy to start a business as moderately weak. 
Students rated themselves as possessing a moderately high level 
of similarity to persons with entrepreneurial skills in the areas of 
need for achievement, leadership, drive and energy, and self- 
confidence. 


Despite the relatively positive view of the role of business and 
their own personal skills, the intent to start a business was rated 
as moderate. However, many of those that were interested in 
becoming entrepreneurs were very interested. Approximately 
one quarter of the students held strong entrepreneurial 
intentions, with an additional 45% having moderate intention 
scores. The probability that students would locate a business in 
the region where they currently resided was moderately weak; 
however, the probability that it would be located somewhere in 
the Atlantic provinces was somewhat higher. 


What’s Changed Between 1989 and 1995? 


One of the more interesting sections of the /ntention to Become 
an Entrepreneur (IBE) report is the comparison between the 
1989 and 1995 cohorts with respect to their networks of 
contacts with entrepreneurship, their intention to become 
entrepreneurs, and their competencies and beliefs. A review of 
Charts 6.1 through 6.4 indicates that, in the Atlantic region as 
a whole, there have been only a few significant changes. The 
1995 cohort felt that they were exposed to the business world 
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to a greater extent than the 1989 cohort did, and that they had | 
a greater knowledge of female entrepreneurs. They also felt that | 
the media was marginally more positive in its reporting of : 
economic issues in the region and tended to have a slightly | 
higher regard for the manner in which business people carried | 
out their social responsibilities. In the important areas of 
intention to become a business owner and competency, 
however, the 1995 students were almost identical with the 1989 
cohort. | 


The IBE report also provided valuable information with regard 
to English and French students by province. Although the 
results for the region as a whole were relatively stable, changes 
were observable within some of these sub-groups. This is 
encouraging for the population as a whole, since significant 
changes were not expected in the short term given the large 
numbers of students surveyed, the fact that not all were exposed 
to entrepreneurship education, and the fact that these programs 
had not been delivered to the same extent and over the same 
time frame in all of the Atlantic provinces. It should also be 
kept in mind that efforts to promote entrepreneurship were 
intended to bring about long-term attitude changes and had been 
in place for a relatively short period of time. 


Chart 6.5 reveals that anglophone students in New Brunswick, 
for example, had more opportunities to learn about business 
than they did in 1989. These students also knew a slightly higher 
number of female entrepreneurs, had slightly more experience in 
managing their own businesses, and had been in contact with the 
business world slightly more often. They also had a slightly 
more positive perception of the degree to which business people 
fulfill their social responsibilities and had perceived slightly 
stronger self-efficacies to start businesses. 
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CHART 6.5 
New Brunswick Anglophone Students 
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Source: Intention to Become an Entrepreneur 


There were few changes between the two surveys of 
francophone students in New Brunswick, except that the 1995 
group felt that they received slightly more frequent contacts 
with the world of business at school and perceived a slightly 
more positive image of the Atlantic Provinces as presented by 
the media. 


In contrast with the relatively positive experience of 
New Brunswick Anglophones, results among Nova Scotia 
Anglophones appeared to favour the 1989 group. Students in 
1995 reported that they were less exposed to opportunities to 
develop entrepreneurial qualities at school and rated their 
knowledge of entrepreneurship and management skills lower 
than the 1989 group. They had a slightly more positive 
perception of the degree to which business people fulfilled their 
_" responsibilities, but were slightly more negative in 
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assessing the economic vitality of their region and had slightly 
less desire to participate in business-related activities. 


CHART 6.6 
Nova Scotia Francophone Students 
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Like their anglophone counterparts, francophone students in 
Nova Scotia were less positive about entrepreneurship issues in 
1995 than in 1989. Students in the 1995 group had moderately 
less experience in managing their own businesses and had a less 
positive image of the Atlantic region as presented by the media. 
They were less likely to intend to start their own businesses and, 
as Chart 6.6 indicates, rated themselves lower in leadership 
qualities and self-confidence than the 1989 group. Chart 6.7 
demonstrates that Nova Scotia francophone students were less 
positive in assessing the economic vitality of the region, and had 
less positive beliefs that business people carry out their social 
commitments satisfactorily, less interest in the business world 
and a lower degree of desire to participate in it. 
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CHART 6.7 
Nova Scotia Francophone Students 
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Anglophone students in Prince Edward Island were slightly 
more positive in 1995 than in 1989. Although they had less 
experience in managing their own businesses and had a weaker 
intent to become an entrepreneur, they had a slightly more 
positive image of the Atlantic Provinces as presented in the 
media, and considered their leadership qualities more positively. 
As Chart 6.8 indicates, they had a higher opinion of the 
economic vitality of the region, the degree to which business 
people fulfill their social obligations, the importance of taking 
action to create more small businesses, and respect and 
admiration for business people. The report cautions that the 
results reported for Prince Edward Island Francophones may be 
statistically unstable because the small numbers of students 
surveyed in both years might not accurately reflect the attitudes 
of the entire student population. In any case, the 1995 group 
felt they were presented with a more positive image of the 
Atlantic Provinces by the media, but had fewer contacts with the 
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CHART 6.8 
Prince Edward Island Anglophone Students 
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business world through school. The 1995 students knew more 
entrepreneurs among family members and their social 
environment, had received slightly more encouragement to go 
into business, but knew fewer female entrepreneurs and had less 
experience in managing their own businesses. As Chart 6.9 
indicates, they reported a stronger desire to become an 
entrepreneur and to locate their business in the Atlantic region, 
possibly where they live. This group rated themselves highly in 
all of the personal competencies except attitudes and values, and 
had relatively strong feelings of personal efficacy and desire to 
engage in business-related activities (Chart 6.10). They also felt 
slightly stronger than the 1989 group that business people fulfill 
their social responsibilities, that the creation of new businesses 
should be encouraged, and that they would receive a high 
degree of encouragement should they decide to start a business. 
They had a slightly stronger interest in the world of business and 
admiration for business people, but were not quite as cognizant 
of the role of small businesses in the economy. 
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CHART 6.9 
Prince Edward Island Francophone Students 
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CHART 6.10 
Prince Edward Island Francophone Students 
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The most significant change between the 1989 and 1995 
cohorts took place in Newfoundland. The 1995 students were 
more likely to know female entrepreneurs, to make contacts 
within the business world, to learn about business and to be 
awakened to an entrepreneurial career through school. To a 
lesser extent they felt school was more successful in assisting 
them in developing entrepreneurial qualities, they used the media 
to make contact with the business world, and felt the media was 
relatively positive in its presentation of the Atlantic Provinces. 
As Charts 6.11 and 6.12 indicate, the 1995 cohort also rated 
themselves higher than the 1989 group in all of the 
competencies and beliefs categories. 


In summary, two groups clearly showed more positive changes 
than the other groups: the francophone students from Prince 
Edward Island and the Newfoundland students. Anglophone 
students from both Prince Edward Island and New Brunswick 
also showed more positive attitudes, although to a lesser extent. 
New Brunswick’s francophone students tended toward the 
status quo. Finally, in Nova Scotia, for both the anglophone and 
francophone students there appeared to be a degree of inertia, 
or even slippage, in terms of entrepreneurial awareness. This 
mixed result is puzzling and should be followed up with more 
in-depth analysis. One possibility for further investigation arises 
from the fact that although each province has introduced 
programs in enterprise and entrepreneurship, there may not be 
consistency in the approaches to the programs delivered, the 
content and delivery methods utilized, the availability of local 
examples and teaching materials, and the training available to 
teachers involved from province to province. In addition, 
Newfoundland was the first province to begin the process of 
infusing enterprise/entrepreneurship education throughout the 
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CHART 6.11 
Newfoundland Students 
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curricula, and to require at least two credits in enterprise 
education for high school graduation. Because other provinces 
were later off the mark, their students have not had as much 
opportunity to be exposed to these programs. 


What Determines the Intent to Become an Entrepreneur? 


The IBE research group further examined the relationships 
between an expressed high level of intent to become an 
entrepreneur and other survey variables to determine which 
were most closely related. Sociological variables within an area, 
such as unemployment rates, levels of literacy and average 
income appeared to play relatively minor roles in determining 
entrepreneurial intentions. A more significant part was played 
by students’ entrepreneurial experiences, such as awakening to 
entrepreneurship through social networks or in school. The best 
predictors, however, were the beliefs and competencies of the 
students, the most important of which were the desire to engage 
in business-related activities, the degree that students believed 
they have the personal competencies often observed in 
entrepreneurs, feelings of personal efficacy, and knowledge and 
skills in entrepreneurship (Chart 6.13 and 6.14). It would appear 
that, from an education perspective, programs that concentrate 
on the enhancement of these attributes have the greatest impact 
on development of an entrepreneurial culture. As the IBE report 
points out, this enhancement may well be a long-term result of 
entrepreneurship education in schools and of government and 
institutional initiatives designed to promote entrepreneurship in 
the media and the community. Thus, it will take longer to 
produce significant changes in trends. 
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CHART 6.13 
Atlantic Canada Students 
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CHART 6.14 
Atlantic Canada Students 
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Entrepreneurship Education in a Post-Secondary Setting 


The third major component of entrepreneurship education in the 
Atlantic region consists of programs offered at post-secondary 
institutions. A recent survey conducted by Memorial 
University’s P.J. Gardiner Institute for Small Business Studies 
indicates that, in response to a recognition of the growing need 
for entrepreneurship education, many of these institutions are 
increasing the program emphasis in this area. The survey was 
forwarded to 40 community colleges and universities in the 
Atlantic region. Thirty responses were received, for a return 
rate of 75%. Twenty-nine of the respondents indicated that they 
offered small business and/or entrepreneurship courses; over half 
of these were introduced in the 1990s. These programs tended 
to be introduced in response to student demand and a need to 
enhance entrepreneurial skills. There were between 50 and 99 
students in a typical program, and enrollments were generally 
increasing. In addition, one institution, Memorial University, 
reported an annual enrollment of well over 300 in a compulsory 
entrepreneurship course within its business program. 


Charts 6.15 and 6.16 demonstrate the value and productivity of 
these programs. Respondents rated the programs as valuable to 
both the institution and to the student body. Most, in fact, saw 
the programs.as deserving a five, on a scale of 1 (low) to 5 
(high). Respondents were also asked to detail the most common 
outcomes of these programs. Programs were rated highly in 
terms of the development of business plans and the generation 
of business ideas. Business start-ups lagged a little, probably 
because many students have a preference to obtain real world 
experience as a prerequisite to entrepreneurship. There were a 
number of different approaches to delivering these programs. 
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CHART 6.15 
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CHART 6.16 
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' Source: P. J. Gardiner Institute 
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In a few instances, the traditional classroom style, a combination 
of lectures and case analysis, was used. The majority of 
programs, however, required the completion of business plans 
for entrepreneurial projects. Surprisingly few used cases as the 
main teaching vehicle. Some of the other innovative methods 
utilized involved student consulting, guest speakers, and work 
placements. A majority of respondents felt that entrepreneurship 
should be incorporated into other business subject areas and, 
indeed, other faculties, but none indicated that this was currently 
being done to any great extent at their institution. As with the 
remainder of the courses delivered by the faculty, gender 
distribution was about equal, and there was little difference 
between the age and experience level of students. 


Outreach Entrepreneurship Education and Training 


Twelve of the thirty institutions which responded to the 
questionnaire indicated they were involved in the delivery of 
entrepreneurship programs to an audience outside of their usual 
student bodies. These programs ranged in length from thirty 
classroom hours delivered over a ten-week period, to forty 
weeks at thirty-five hours per week. There were usually about 
20 students enrolled in the programs; most required that the 
participants be displaced fishery workers, unemployed 
individuals, or recipients of other social benefits. Considering 
the wide range of program lengths, it is not surprising that there 
were wide variations in the teaching methods, materials, and 
subject matter of these programs. Ten of the twelve respondents 
reported that they did not keep statistics on the number or types» 
of businesses started by graduates; however, of the two that did, : 
one reported a start-up rate of over seventy percent, with the’ 
other somewhat lower than that. Gender distribution was about | 
equal, with the typical participant holding a high school diploma. | 
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Summary 


The role of education in bringing about social change is widely 
recognised. The creation of an enterprising or entrepreneurial 
culture in the Atlantic region presents our education system at 
all levels with a tremendous challenge. It is particularly 
interesting to consider the evidence presented in the IBE report 
of the development of a more entrepreneurial mind-set in high 
school students in Newfoundland. Although the report does not 
directly link this change in attitude to that province’s high 
school enterprise education program, it is surely more than a 
coincidence that this province, first off the mark in the field, is 
also the first to exhibit such an improvement. Given time, the 
impact of this approach to education should be felt in the 
remainder of the region. The introduction of entrepreneurship 
education into the elementary school system, although in its 
infancy, should result in an awakening to the development of 
entrepreneurial attitudes and characteristics at an even earlier 
stage. 


It is also encouraging to note the increase in the number of 
entrepreneurship programs offered at the secondary level. The 
interest exhibited in this type of program by students indicates 
an awareness that entrepreneurship is a valid career alternative, 
and augurs well for the region. Too often, our best trained 
graduates of secondary institutions are the first to leave the area. 
Entrepreneurship offers these people an alternative, an option to 
stay and participate in the region’s development. It is through 
‘the education system at all levels that the growth of an 
entrepreneurial culture will take place. 
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ABOUT ACOA 
Building a Stronger Economy Together 


ACOA’s mandate 

The Atlantic Canada Opportunities Agency (ACOA) 1s a federal 
government economic development organization mandated to 
work with businesses, business organizations, provincial 
governments and other federal departments to help create more 
and better employment opportunities in Atlantic Canada. 


Our strategy 

Because new employment is the direct result of business growth, 
particularly among small- and medium-sized enterprises (SMEs), 
ACOA seeks to provide people with the encouragement, advice, 
access to capital and information, and the technology they need 
to start and expand their own businesses. 


Our priorities 
To carry out this strategy, ACOA focuses on five main 
economic development areas: 


° Entrepreneurship — because SMEs generate more than 
90 per cent of all new jobs in Atlantic Canada. 


e Trade — because every $1-billion increase in exports 
creates 11,000 jobs. 


° Innovation and Technology — because innovative : 
: : : : | 
companies are growing companies, and growing © 


companies create jobs. 


° Business Management Practices (BMP) — because — 


formal BMP make companies more productive and | 
resilient. | 
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° Access to Capital and Information — because adequate 
access stimulates business start-ups and expansions and 
job creation. 


Our services 
To meet its objectives in each economic development area, 
ACOA administers, or is involved in, a number of key programs 
and activities: 


° Business Development Program — designed to help 
SMEs establish, expand or modernize by offering access 
to capital in the form of interest-free, unsecured 
repayable contributions. 


° ACF Equity Atlantic Inc. — a $30-muillion venture capital 
fund, designed to address the deficiency in venture 
capital availability in Atlantic Canada. 


° Community-Based Economic Development — Grass- 
roots efforts by communities, with ACOA’s support, to 
improve their economic conditions. 


° Canada Business Service Centres — a network of five 
centres providing business-related services and products 
to SMEs and aspiring entrepreneurs in the region. 


= COOPERATION Program — federal/provincial, cost- 
shared agreements designed to improve the environment 
for economic growth in Atlantic Canada. 


- Pan-Atlantic Programs in Entrepreneurship 
| Development, International Business Development and 
Tourism. 
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» Advocacy, Coordination and Procurement — continuous 
efforts to represent the region’s interests and to secure 
more federal government contracting opportunities in 
the Atlantic provinces. 


ACOA is also involved in a number of other activities designed 
to improve the region’s general economic health, such as: 


° Canada Infrastructure Works Program 
° DND Base closure adjustment activities 
3 Borden-Cape Tormentine redevelopment programs 


THE INDUSTRY PORTFOLIO 


ACOA operates within the Industry Canada Portfolio, which 
includes 13 departments and agencies that report through the 
Minister of Industry to Parliament, to enhance employment 
opportunities for Canadians through SME development; trade 
and foreign investment; innovation and technology, and 
employment opportunities for young people. 
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ACOA Head Office 
Blue Cross Centre 

644 Main St., P.O. Box 6051 
Moncton, NB_ EIC 9J8 
Toll free: 1-800-561-7862 
Telephone: (506) 851-2271 
Fax: (506) 851-7403 


ACOA New Brunswick 
570 Queen St., P.O. Box 578 
Fredericton, NB E3B 5A6 
Toll free: 1-800-561-4030 
Telephone: (506) 452-3184 
Fax: (506) 452-3285 


~ ACOA Newfoundland 
Atlantic Place, Suite 801 
215 Water St., P.O. Box 1060, Station ‘C’ 
St. John’s, NF AIC5M5 
Toll free: 1-800-668-1010 
Telephone: (709) 772-2751 
Fax: (709) 772-2712 


ACOA Nova Scotia 

1801 Hollis St., P.O. Box 2 
Halifax, NS B3J 3C8 
Toll free: 1-800-565-1 
Telephone: (902) 426- 
Fax: (902) 426-2054 _ 
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Toll-free: 1-8007 


Building a stronger pte r 
Ensemble, pour une é He plus forte. 
Canada’) €3 | geet! / 


_mprime au Canada, i| 


Gor 7eynim eni 


Publications 


E STATE O 

/ Business ana 
breneurship 
ATLANTIC 
INNADA 1998_ 


Funded under the 
Pan-Atlantic Entrepreneurship 
Development Program 


: pee Teo ° ‘5 
oe he Atlantic Canada __Agerice de 
rh ae Opportunities promotion économique 
1 Ts Agency du Canada atlantique 
eee ; A \ 
\¢) ty, N a Me SS ANY 


Building a stronger 
Ensemble, pour une &¢ 


E STATE OF 
1 Business and 
breneurship 
ATLANTIC 
ADA 1998 


Funded under the : 
Pan-Atlantic Entrepreneurship : 
Development Program 


Atlantic Canada _ Agence de 
Opportunities promotion économique 
du Canada atlantique 


THE STATE OF SMALL BUSINESS AND ENTREPRENEURSHIP IN ATLANTIC CANADA — 1998 


Additional copies of The State of Small Business and 
Entrepreneurship in Atlantic Canada — 1998 are available upon 
request from: 


Atlantic Canada Opportunities Agency (ACOA) 
Policy and Programs Branch 

P.O. Box 6051 

Moncton, New Brunswick 

E1C 9J8 


Any other enquiries regarding this publication should be directed to 


the above address, or by calling toll free 1-800-561-7862. 


Extracts from this publication may be reproduced for individual use 


| 


without permission, provided the source is fully acknowledged. 
However, reproduction of this publication, in whole or in part for 


purpose of resale or redistribution, requires written permission from 


the Policy and Programs Branch, Atlantic Canada Opportunities 


Agency (ACOA), P.O. Box 6051, Moncton, New Brunswick E1C 9J8. 


CAT # C89-4/47-1998E 
ISBN 0-662-27203-X 


Cette publication est également disponible en francais 
Ne de CAT C89-4/47-1998F 
ISBN 0-662-83207-8 


© 1998 


MESSAGE FROM THE HONOURABLE FRED J. MIFFLIN 


Message from the 
Honourable Fred J. Mifflin 


| Secretary of State 
for the Atlantic Canada 
Opportunities Agency 


The Government of Canada is committed to the notion that strong 
regional economies are essential to a strong national economy. 
ACOA, as the federal agency responsible for economic 
development in Atlantic Canada, works closely with other federal 
departments, the provinces and the private sector to develop 
economic strategies that help create jobs and contribute to the 
growth of regional economic capacity. 


In addition to investing in the start-up and expansion of small- and 
medium-sized businesses (SMEs), ACOA has invested strategically 
in innovation and technology, trade and export development, tourism 
development, and better business management practices. And, 
perhaps most significantly, ACOA has made the development of 
entrepreneurship one of its key priorities, for the simple but 
compelling reason that SMEs create the majority of new jobs. 


In order to understand the impact of entrepreneurship on the Atlantic 
Canadian economy and to better plan for the future, comprehensive 
and accurate research is essential. Such research not only shows how 
entrepreneurship contributes to economic development in the region 
but also determines the specific type of encouragement and support 
needed by entrepreneurs. 
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The State of Small Business and Entrepreneurship in Atlantic 
Canada is ACOA’s main research publication on the region’s small- 
and medium-sized enterprises and on the people who create and 
operate them. As in previous years, the report includes statistics and 
describes the trends and issues related to SMEs in the region. 


This 1998 edition also deals with more specific themes — such as 
the factors influencing entrepreneurial start-ups, the impact of 
women entrepreneurs on the Atlantic economy, and regional 
competitiveness — that show the vitality and evolution of 
entrepreneurship in Atlantic Canada. 


Over the years, The State of Small Business and Entrepreneurship in 
Atlantic Canada has been a very important reference tool on the 
Atlantic Canadian economy. It has been used by a great many 
stakeholders in the region, including educators, students, business 
leaders, entrepreneurs, decision-makers and other people wanting to 
know more about entrepreneurship and small business in this region. 


It has also become a significant promotional and outreach tool, 
influencing the attitudes of potential entrepreneurs and the general 
public alike. This is essential, because it is just as important to build 
an entrepreneurial culture in Atlantic Canada as it is to develop 
entrepreneurs. 


I am pleased: to present the fifth edition of The State of Small 
Business and Entrepreneurship in Atlantic Canada. I hope it helps 


you gain insight into our dynamic region. 
See 


Fred J. Mifflin, P.C.,.M.P. 
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Executive Summary 


The 1998 edition of The State of Small Business and Entrepreneurship 
in Atlantic Canada analyzes the dynamics of growth in overall 
employment and the number of businesses by employment size over 
the 1989-1995 period, and presents summarized versions of recent 
research studies on entrepreneurial start-ups in Atlantic Canada, the 
impact of women entrepreneurs on the Atlantic economy, and regional 
competitiveness. It adds to the knowledge base on small business and 
entrepreneurship needs and issues established in the four previous 
editions of this report. 


Growing Small Businesses 

Despite the fact that Canada as a whole and the Atlantic region in 
particular experienced an economic downturn for much of the 1989- 
1995 period, the total number of firms actually increased. In fact, the 
region managed an increase of 5% in the number of firms operating, 
approximately twice the rate experienced nationally. 


‘ At the end of 1995, there were over 941,000 firms operating in 
Canada and approximately 91,000 in the Atlantic region. The vast 
majority of these were very small firms. At the end of 1995, almost 
79% of all firms in the region had fewer than five employees, 90.5% 
had less than 20 employees, and 94.2 % had less than 100 employees. 


From 1989-1995, firms with fewer than five employees were 
responsible for all of the total increase in the number of firms in the 
region. This category experienced the highest number of entrants and 
exits and had the highest increase in number of firms (10.8%) of any 
size category. Unlike previous years, there was also a solid increase 
in the number of firms with more than 100 employees. The average 
annual rate of new business entries over the period was 19.4% while 
| the exit rate averaged 18.6%, compared with 14.9% and 14.5% 
respectively for Canada as a whole. The average annual net increase 
in the number of firms in the region (0.8%) was twice that of Canada 
as a whole. The most turbulent province was Newfoundland and 
Labrador which experienced entry and exit rates of 24.1% and 23.5% 
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respectively. Even so, that province’s rate of net increase in the 
number of firms compared favourably with the national rate of 0.4%. 
In fact, each of the Atlantic provinces, with the exception of New 
Brunswick, exceeded the national rate of increase. It must be pointed 
out, however, that this rate of increase has declined steadily over the 
six-year period and, in 1995, the region actually experienced a 
decrease in the number of firms. 


Growth in the overall number of firms varied by industry. The 
highest growth, at 8.8%, was in education, while health (6.7%) and 
business services (6.4%) were also strong performers. Not 
surprisingly, in view of the problems in the region’s fishery, the 
agriculture, fishing and trapping industry was the worst performer, 
with a decline of 3.9%. Virtually all of the other industries grew to 
some extent. 


Job Creation — The Dynamics 

Small businesses continue to generate a significant percentage of the 
gross employment creation in Atlantic Canada. Of the total gross 
employment created over the period 1989-1995, 62.6% occurred in 
firms with fewer than 100 employees and 26% was in firms with 
fewer than five employees. Of the gross new employment created, 
70.9% occurred in firms with fewer than 100 employees. 


In examining the Atlantic region by province, there appears to be | 


some significant differences. Losses in employment in small 


businesses in Newfoundland and Labrador and Nova Scotia more | 
than offset the small gains in New Brunswick and Prince Edward | 
Island, 300 and 1,700 respectively. Of the total of 57,200 jobs lost in | 
the Atlantic region, 47,200 or 83% were lost in Newfoundland and | 
Labrador and in Nova Scotia. Firms with 100 or more employees 


represented 61% of the total job losses in these two provinces. 


In terms of employment distribution by industry, all major industries 
in Atlantic Canada, with the exception of construction and | 
community services, experienced a net decrease in employment. | 
The goods-producing sector declined by 24,000 jobs or 34% of the 
total decrease of 69,500. Manufacturing employment was down in 
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all Atlantic provinces. The most notable decrease was in 
Newfoundland and Labrador where 9,300 jobs were lost in the 
manufacturing industry, representing 45.8% of the total Atlantic 
Canada decrease in this industry. Overall, the Nova Scotia economy 
experienced the most significant declines in the region, losing 
32,400 jobs or 46.6% of total job losses in Atlantic Canada. 


The situation in Canada was similar with the goods-producing sector, 
losing 444,700 jobs. The total job loss in Canada was 363,100 with 


only community services and personal and business services 
showing job gains. 


In conclusion, it can be said that despite the volatility within and 
among provinces, the small business sector has remained strong. The 
small firm share of total employment distribution in 1995 was 40.7% 
in Canada and 38.5% in Atlantic Canada. The comparative percentages 
for 1989 were 39.3% and 37.8% respectively. With the exception of 


_ Nova Scotia, all other Atlantic Canadian provinces experienced similar 


employment distribution gains. The goods-producing sector showed 


_ significant decreases in employment in Canada and in Atlantic Canada. 


} 
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_ The manufacturing industry accounted for some 85% of this decrease. 


_ Entrepreneurial Start-Ups in Atlantic Canada 


This chapter summarizes the results of a study conducted by 


_ Dr. Helen Mallette of Mount St. Vincent University and Dr. Norman 


McGuinness of Acadia University. The research, which was funded 

_by the Atlantic Canada Opportunities Agency and the Acadia Centre 
for Small Business and Entrepreneurship, was designed to 
investigate the entrepreneurial start-up process with a view to 
assisting those involved in providing counselling services to small 
firms. The questions addressed included: 


* Which aspects of the start-up process are likely to have the most 
impact on success? 

¢ How can counsellors intervene more effectively? 

* Do high achievers go through start-up differently than low achievers? 

¢ How can individuals adapt their counselling to the varying needs of 
different entrepreneurs? 
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Some 7,083 questionnaires were sent out during late 1996 and early 


1997. Of these, 912 usable responses were received for a response © 


rate of 12.9%. 


The authors began with the development of a basic entrepreneurial — 
start-up model. This basic model consisted of three elements, — 
background factors, process activities and outcomes. The remainder — 


of the report addresses each of these in some depth. 


Outcomes were examined through the application of the Theory of — 
Planned Behaviour, which is based on the premise that the best — 
predictor of behaviour is the intention to perform. /ntention, in turn, | 
is the product of three variables. These include the degree to which a — 
person believes that the behaviour will lead to desired outcomes — — 
Attitude, the degree to which the person believes that the behaviour — 


will meet the approval of prominent people in his/her life — 
Subjective Norms, and the degree to which the person perceives — 


he/she exercises control over behaviour — Perceived Control. 
Because the entrepreneurs surveyed found it difficult to remember 


what their intentions were prior to start-up, the authors found it 
necessary to modify this model. Thus, Success was substituted for : 
Intentions, Goals for Attitude, Support for Subjective Norms, and 

Efficacy for Perceived Control. The survey results confirmed that | 


both Efficacy and Support positively impacted on Success. Goals had 


little direct impact on Success but did strengthen Efficacy, thus | 


providing an indirect impact on Success. 


The report next moved to a discussion of Process Activities. The | 
process variables identified were Planning, Difficulties and Financial | 
Risk. The survey indicated that Difficulties had a positive impact on | 
both Planning and Financial Risk, in that the greater the difficulties | 


perceived by the entrepreneur, the more planning was undertaken and 
the greater the perceived financial risk. Planning did not, however, 
reduce perceived Financial Risk. Instead, these two variables seemed 
to move in tandem. Financial Risk also decreased Efficacy. Planning, 
on the other hand, strengthened Efficacy. 


The final section of the preliminary model to be dealt with was : 


Background Factors. There were three of these identified: 


{ 
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Experience, Individual Circumstances, and Need for Achievement. 
The first two of these factors were further categorized as: prior 
dissatisfaction with one’s employment or financial situation, the 
degree to which the entrepreneur expected the business to remain 
small, the presence of a clear business idea, related business 
experience, and experience in management. The survey indicated 
that entrepreneurs who experienced significant dissatisfaction with 
their previous situation, or who expected the business to remain 
small, had little interest in goal setting. Entrepreneurs with clear 
business ideas tended to do more planning and to have a stronger 
sense of personal efficacy. Both related business and management 
experience had a small, positive effect on planning, but only 
management experience had an impact on efficacy. 


The authors consider Need for Achievement (nAch) as significantly 
different from previous experience and individual circumstances. A 
person with high nAch generally likes situations where he/she takes 
personal responsibility for problem-solving, tends to set moderate 
achievement goals and take calculated risks, and wants concrete 
feedback on how well he/she is doing. In the survey, nAch was 
measured using the Work and Family Orientation (WOFO) scale 
which assesses individuals in terms of four dimensions. These are: a 
desire to master something before moving on to something else, a 
_ positive work attitude, competitiveness, and lack of concern with 
| negative reactions of others. The survey results indicated that people 
with high nAch want to have challenging goals and will seek them 
_ out, and are challenged by difficulties. They also hate to lose and will 
plan carefully in order to avoid making mistakes. 


The authors conclude by pointing out that, although the relationship 
of nAch to entrepreneurship has received a good deal of attention in 
the research literature, the use of the WOFO scale is new and may 
become a useful tool for business counsellors. The research also 
_ indicated that the major impact of nAch is on specific parts of the 
entrepreneurial start-up process, rather than on the process as a 
_ whole. Finally, the development of a large integrated model, as the 
authors outline in the report, allows for a better understanding of the 
real complexity of the business start-up process and the many 
interactions involved between variables. 
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Women-Owned Businesses in Atlantic Canada: A Profile 

A study commissioned by Women’s World Finance/Cape Breton 
Association (WWE/CBA) forms the basis for chapter 4. The study, 
supported with funding from the Atlantic Canada Opportunities 
Agency, the University College of Cape Breton, Nova Scotia 
Economic Development and Tourism, Department of Canadian 
Heritage and Air Nova, was designed to identify the economic 
contribution made by women-owned businesses in the region. In 
addition, several related issues are addressed. These include: factors 
affecting start-up, characteristics of women-owned businesses, 


financing, education and training, work and family, and growth and © 


expansion. The highlights are as follows: 


e The major reasons for starting up a new enterprise were less 
economically motivated and more personal in nature. Opportunity 
to be one’s own boss ranked highest at 42.5%. 

e The majority of women-owned businesses operate in the service 
sector and the retail trade sector. 


employed women operating in the manufacturing sector. 
e The major source of start-up capital for women-owned businesses 
is personal savings. 
Forty-six percent of women entrepreneurs have university 
education and the majority pursue additional training in business 
management skills. 
¢ A significant percentage (38%) of women entrepreneurs indicate 
that they use high technology in their business operations. 


there is a tendency to move into leased or owned premises. 


¢ Women entrepreneurs use a variety of strategies to balance work | 


and family responsibilities. 


* Women-owned businesses appear to be expanding their markets | 
beyond their local area with 52% operating provincially, 36% | 
regionally, 36.8% nationally and a surprising 31.6% operating | 


internationally. 


There appears to be an upward trend in the percentage of self- 


More than 50% of the businesses in the study were home-based. As 
the businesses grow in terms of sales and number of employees, 
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The study concludes that women-owned businesses in Atlantic 
Canada make a significant contribution to the economy, that women 
entrepreneurs have a high degree of determination and tenacity, and 
that they are optimistic despite the obstacles they have to encounter 
in the process of creating and developing a business. 


Regional Competitiveness 

Chapter 5 summarizes the results of recently completed research 
on Atlantic Canada’s competitiveness, discusses the challenges 
facing the region in this area and outlines potential strategies to 
improve its competitive position. Five studies commissioned by 
ACOA and a roundtable co-hosted by the Atlantic Provinces 
Chamber of Commerce and ACOA provide the basis for much of 
the discussion. The first study examines site location-sensitive cost 
factors and quality of life indicators. The second study compares 


_ the socio-economic status of Atlantic Canada with G-7 nations. 


The third study compares the economic performance and 
development potential of Atlantic Canada with that of the 50 U.S. 
states. lhe fourth study compares Atlantic Canada’s 
competitiveness with the world’s leading economies. The final 
study, completed in 1997, is an update and expansion of the first 
study, conducted a year earlier, which compared the costs of doing 
business in Atlantic Canada with those in the United States. The 
1997 report provides an update on the comparison with the United 
States and also includes a comparison of the costs of doing 
business in Atlantic Canada with five European countries. 


In total, the five studies present a comprehensive picture of the 


competitiveness of the economy of Atlantic Canada. The report on 
the roundtable provides a summary of the strengths and weaknesses 
of the Atlantic region and suggestions on how to improve Atlantic 
Canada’s competitive position in the global economy. 


Results of the research on the competitiveness of the Atlantic region 
indicate that Atlantic Canada has strengths that should provide long- 
term sustainable competitive advantages. In particular, the region 
offers advantages in the areas of initial investment and operating 
costs that reflect lower industrial land and construction costs and 
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lower labour costs, which hold over a wide range of exchange rates. 
In addition, human development indicators, including measures of 
longevity, knowledge and standard of living, place the region second 
only to Canada. While Atlantic Canada’s strengths in this area are 
derived, in part, from its position within Canada, the region also offers 
its own distinct advantages, such as abundant renewable water 
resources and excellent educational infrastructure. Furthermore, in 
terms of economic performance and development potential, the Atlantic 
region possesses advantages in areas such as health, social systems and 
the environment and demonstrates a strong entrepreneurial spirit. 


Notwithstanding the many positive aspects of Atlantic Canada as an 
investment location and its demonstrated performance in the areas 
noted above, the region faces a number of challenges to improving its 
competitive position in the global marketplace. Specifically, a high 
rate of unemployment, decelerating population growth and the 
outmigration of highly educated young people are having a negative 
impact on the region’s human resource potential. These problems are 
compounded in the technology area by comparatively low rates of © 
innovation and technology adoption and a low level of private sector 
investment in research and development and related human 
resources. In addition, Atlantic Canada needs to diversify its export 
products, services and markets, to increase access to equity capital 
and to improve the quality of the workforce in the region, including | 
those in management positions. Addressing the challenges related to | 
the region’s natural resources is considered essential to increasing the | 
competitiveness of Atlantic Canada. 


A Re Rte i en oS Spey 


} 


Suggested strategies to improve the region’s competitiveness must be | 
based on a well articulated and shared vision emanating from both public | 
and private sector stakeholders. Partnering, collaboration, networking 
and strategic alliances are consistent themes underlying the 
implementation of specific strategies which should include the 
following: educational and training programs targeted to the needs of 
industry, enhanced efforts to increase technology transfer from the | 
universities to the private sector, a more effective support structure for | 
SMEs with high growth and export potential, and implementation of best 


| 
i 


management practices. Finally, the vision and strategies must reflect / 
an overriding positive attitude about the prospects for Atlantic Canada. 


PEO TS 
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Background 
and Introduction 


pS background to this report, it is important to have an understanding 
of the Atlantic region’s economy, in particular its demographics, 
economic circumstances and future outlook. 


Economic Overview of Atlantic Canada 

The performance of Atlantic Canada’s economy has been influenced by 
a number of key demographic trends, such as slow population growth, 
few large urban centers and a significant number of widely dispersed 
small communities. In addition, dependence on natural resources for 
employment has led to an economy that is much more sensitive to 
seasonal swings in employment than is the rest of the country. 


The four provinces in Atlantic Canada cover 195,000 square miles of 
land or 5% of Canada’s total land area. Approximately 2.4 million 
people live in the region, representing slightly less than 8% of the 
country’s total population. Population growth in Atlantic Canada has 
been quite weak, averaging just 0.2% during the last five years. For 
Canada, population gains averaged 1.2% over the same period. 
Weaker population growth in the region has been a significant 
contributor to slower economic and labour force activity. Limited 
population growth tends to restrict domestic demand, impacting 
negatively on the service-producing industries. 


People are more likely to live in rural areas or small towns in Atlantic 
Canada (45% of the population) than in Canada as a whole (25% live 
in rural areas). Nova Scotia has Atlantic Canada's largest urban 
agglomeration, the Halifax metro area, whose population of about 
300,000 is one-third of the province's total. Other large centres (over 
100,000 people each) are St. John's, Newfoundland, and Saint John 
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and Moncton, New Brunswick. Since only a portion of the region's 
population is located in large metropolitan areas, concentrations of 
population required to sustain a large and diversified set of economic 
activities are lacking. 


Atlantic Canada developed a dependency on resource industries early 
in its history and, more than other parts of Canada, continues to rely 
on fishing, mining, forestry and agriculture. The region's dependency 
on resources has led to the establishment of many small communities 
in isolated areas. In Atlantic Canada, 856 communities, or 96% of a 
total 892, have a population of less than 10,000. Almost all of these 
communities are reliant on the resource industries for employment. In 
many of these communities, the resource industries, both primary and 
processing, account for almost all non-government employment. 
Employment in these communities has become much more 
vulnerable, due not only to resource depletion but also mechanization. 


Natural resources in Atlantic Canada provide the foundation for the 
region's economy. These industries and their associated processing 
activities account for almost half of the output in the goods- 
producing industries in Atlantic Canada and also generate significant 
economic spin-offs in the rest of the economy through the 
intermediate purchase of goods and services. The region's exports are 
also dominated by natural resource products. Major commodity 
exports include wood pulp, newsprint, coated paper, lumber, fish 
products, potatoes, gasoline and fuel oil, iron ore, lead, zinc, potash 
and tires. Exports to the United States represent over two-thirds of 
total foreign exports. Other major markets include Western Europe 
and Japan. The resource industries are expected to continue to 
stimulate economic activity in the region. New mineral discoveries, 
offshore energy development, aquaculture and ocean industries all 
represent continued utilization of the region's natural resources. 


The Atlantic economy has begun to transform itself, with emerging 
growth areas being found, not only in knowledge-based industries, 
but in the traditional industries as well. The tourism industry in 
the region continues to grow with approximately 15,000 businesses 
accounting for more than 96,000 direct and indirect jobs in Atlantic 
Canada. In Newfoundland and Labrador, a number of high-growth 
industries, such as information technologies, aquaculture and 


BACKGROUND AND INTRODUCTION 3 


adventure tourism is becoming increasingly important in the 
diversification of the economy. In Prince Edward Island, potential 
growth opportunities have been identified in food processing, 
research and tourism. Health care services, computer-software 
manufacturers, marine-related instrumentation and biotechnology are a 
few of the key growth industries in Nova Scotia that are being 
developed from the knowledge base in the province. New Brunswick 
continues to diversify its economy, with the establishment of call 
centres by several major national and international companies. The 
economic contribution of small- and medium-sized firms in these areas 
is the focus of more detailed discussion and analysis presented in the 
first two chapters of this report. 


Despite the recent growth among the various traditional sectors and 
diversification of the economy into new areas, there are major 
challenges that need to be addressed to reduce regional disparity. 
Low productivity levels remain a problem with improvements being 
hindered by the slower rate of advanced technology adoption, low 
levels of research and development and a less educated work force. 


Recent Economic Performance of the Region 

The economy of Atlantic Canada showed a noticeable improvement 
in 1997 over 1996; however, growth in the region still lagged behind 
the country in most areas, including real Gross Domestic Product 
(GDP), employment, personal consumption, investment and exports. 


Real GDP in the region increased by 1.5%, up from a gain of 0.8% in 
1996. Economic growth in the region was led by increased output in 
the manufacturing, transportation and communication industries. 
Despite the stronger rate of growth, it was less than the 3.5% increase 
in real GDP registered for the Canadian economy. This performance, 
relative to the national economy, is a continuation of the slow growth 
trend that has occurred since the 1990 recession. Over the 1991-1997 
period, real GDP in Atlantic Canada increased by an average of 0.9%, 
compared to 1.8% for Canada. On an industry basis, economic growth 
was hindered somewhat by the winding down of the Hibernia 
construction project and reduced production in the forestry and mining 
industries. A reduction in public sector activity moderated growth in 
the service-producing industries. One of the bright spots was the 
tourism industry which earned $2.5 billion in receipts during 1997. 
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Labour market conditions in Atlantic Canada improved during 1997. 
Average monthly employment in the region increased by 1.3%, while 
the comparable increase for Canada was 1.9%. During 1997, the 
unemployment rate in the region averaged 14%, up slightly from 
13.9% registered in 1996. This rate continues to average four to five 
percentage points higher than the national rate. Labour market 
participation rates remain seven percentage points below the national 
level (58% versus 65% nationally). 


Consumer expenditures, which account for 72% of activity in the 
Atlantic economy, are estimated to have increased by 4.5% during 1997, 
reflecting an increase in spending on both goods and services. 
Nationally, consumer expenditures increased by 5.8%. The stronger 
national increase 1s a result of a larger gain in personal income, compared 
with the Atlantic region. Retail sales in Atlantic Canada increased by 
3.9% during 1997, well below the national increase of 7.2%. 


The overall weakness in consumer spending is related to continued 
concern over job security and high debt-to-income levels. In recent 
years, growth in personal disposable income had been much weaker 
in Atlantic Canada, compared with the national performance. In 
1997, however, personal disposable income within the region is 
estimated to have increased by 2.2%; while, for all of Canada, there 
was an estimated 2.4% increase. This increase follows a decline of 
0.4% in 1996. The Atlantic performance reflects an improvement in 
labour income: growth. 


Private and public investment increased by 9.1% in the region in 
1997, while investment for all of Canada increased by 11.6%. 
Investment in the region was supported by a 12.1% increase in 
private sector investment, while public sector investment fell by 
2.3%. Regional investment in machinery and equipment increased by 
22.6%, while investment in construction increased by 3%. The gain 
in private sector investment was a result of increased capital 
expenditures in the mining and manufacturing industries. Capital 
expenditures in manufacturing increased by 14%, mainly due to pulp 
and paper investment. 
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The value of foreign exports in Atlantic Canada increased by 3.2% 
during 1997, compared with a 7.6% increase for Canada. The gain 
in exports in the region was led by an increase in the export of 
mineral products. 


At the provincial level, the Newfoundland and Labrador economy is 
estimated to have registered a gain of 0.4% for 1997 following a 
decline in economic activity in 1996. This improvement in economic 
performance is a result of gains in consumer spending and exports. 
On an industry basis, increased activity in the mining, manufacturing 
and tourism industries supported the gain in output. 


Following three fairly strong years of economic growth, the economy 
of Prince Edward Island is estimated to have increased by 0.2% in 
1997. During the year, the economy was supported by strong growth 
in consumer spending and exports. In 1997, the economy had to 
adjust to the completion of the Confederation Bridge, which 
impacted negatively on the construction industry. However, with the 
opening of the Bridge, the tourism industry experienced a good year 
with a 30% increase in visitors and a 29% increase in visitor 
spending over 1996. As well, new food processing capacity 
contributed to higher levels of output in the manufacturing industry. 


After several years of modest gains, the economy of Nova Scotia 
registered a stronger performance in 1997. The economy is estimated 
to have expanded by 2.4% in 1997, up from the 0.8% rate of growth 
registered in 1996. Increases in investment and consumer spending 
supported economic growth in 1997. On an industry basis, expansion 
in 1997 was a result of increased output in the construction, 
transportation and communication industries. In 1997, real GDP in 
New Brunswick is estimated to have increased by 1.2%, down 
slightly from the 1.5% gain in 1996. Slow growth in consumer 
spending and declines in both exports and investment contributed to 
the moderate expansion in the economy. Output in the goods- 
producing industries declined slightly, due to weakness in the 
mining, forestry and construction industries. An increase in activity 
in the service-producing industries was supported by strong gains in 
the transportation and communication industries. 
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Economic Outlook for 1998 and 1999 

According to the Conference Board of Canada, growth in the 
economy of Atlantic Canada is expected to accelerate in 1998, with 
real GDP forecast to increase by 3%, up from the gain of 1.5% in 
1997. This rate of growth would be the strongest registered in the 
region since 1987 and compares favourably with the forecast national 
growth rate of 3.1%. 


During 1998, economic growth in Atlantic Canada will be supported 
by offshore oil production, highway construction, development of 
Sable Island gas and a rebound in the demand for forest products. 
Employment in the region is forecast to increase by 1.8%, while the 
unemployment rate is expected to fall to 13.6%. 


The Atlantic economy is expected to strengthen further in 1999, with 
real GDP forecast to increase by 3.6%, higher than the national rate 
of 3.2%. Strong growth in the Newfoundland economy, supported by 
production from Hibernia as well as development of the Voisey’s Bay 
mineral complex, is responsible for the region outperforming the 


national economy. In terms of job creation, employment growth of © 


2.1% is expected in the region. The unemployment rate for the region 
is forecast to decline further to 13.1%. 


The 1998 Report 

The following discussion serves as a backdrop for the 1998 edition 
of The State -of Small Business and Entrepreneurship in Atlantic 
Canada. Previous editions have documented the contribution of 
small firms and entrepreneurship to economic development and 
growth in the region. These editions have profiled research in 


% aia aT 


Atlantic Canada related to such themes as youth entrepreneurship, | 


small business financing, home-based business and entrepreneurship 
education. The current edition extends the analyses of growing small 


businesses (Chapter 1) and employment dynamics (Chapter 2), and | 
summarizes recent contributions to the empirical knowledge base in | 
the areas of entrepreneurial start-ups (Chapter 3), the impact of — 
women entrepreneurs on the Atlantic economy (Chapter 4) and | 


regional competitiveness (Chapter 5). 
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Chapters 1 and 2 are based largely on Statistics Canada data and 
provide the specifics of firm dynamics and employment dynamics for 
the period from 1990-1995, with comparisons to previous periods 
where appropriate. 


The theme chapters are based on current studies and are intended to 
get behind the broad-based statistical data in an effort to understand 
components of the economy that underlie the entrepreneurial activity 
that so clearly contributes to the economic strength of the Atlantic 
region. The better these components are understood, the better 
governments and other public sector and quasi-government partners 
can design and implement programs that have a positive impact on 
employment, income and the general economic and social well-being 
of the region. 
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Chapter One 


Growing 
Small Businesses 


revious editions of The State of Small Business and 

Entrepreneurship in Atlantic Canada have presented statistical 
data which demonstrate the important role that entrepreneurship 
plays in the region’s economy. Economic statistics. for the period 
1990 to 1995 confirm the importance of that role within the region, 
as well as in the country as a whole. In comparison with the 1996 
edition of The State of Small Business and Entrepreneurship in 
Atlantic Canada, the data indicate that the rate at which new firms 
are entering the economy has decreased slightly in recent years. At 
the same time, the rate at which firms are exiting the economy has 
also increased slightly. The resulting retention rate, while slightly 
lower than that indicated in the previous report, is still significantly 
higher than that of Canada as a whole. Unlike the national 
experience, which saw a shift away from traditional goods-producing 
sectors toward the service industries, the number of goods-producing 
firms in the region increased over the five-year period. The service 


sector in the region continued to progress as well. 


In this chapter, we present a six-year analysis of data derived from 
Statistics Canada, focussing on entries and exits and on trends within 


"Data in this chapter, unless otherwise stated, were sourced from Employment Dynamics, 
Business Size and Life Status, Small Business and Special Surveys Division, Statistics 
Canada and from a special run of Employment Dynamics. There was a structural change 
in the Statistics Canada data base in 1989 and data prior to 1989 are no longer comparable 
with data after 1989. The structural change consists of a change from the 1970 SIC system 
to the 1980 SIC system as well as a change from the Business Register Division system of 
business identification to the current CFDB system (Central Frame Data Base). Readers 
are further cautioned that refinements of the 1990-1993 data have resulted in differences 
in the data presented for that period in this edition and the 1996 edition of The State of 
Small Business and Entrepreneurship in Atlantic Canada. 
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specific industries. The data clearly demonstrate that the region 
continued to outperform the Canadian economy over that period. 
This is indeed encouraging in a region which relies so heavily on new 
firms to stimulate employment and economic growth. 


Distribution of Firms by Sector 

As can be seen in Tables 1.1 and 1.3, the number of firms in Atlantic 
Canada increased by 4,305 or 5% between 1989 and 1995. This gain 
was largely due to the 34.4% increase in the funded sector. 


Table 1.1 


Distribution of Firms by Sector 
Atlantic Canada 
1989-1995 


Sector # of firms | Share | # of firms | Share 


1989 of total | 1995 of total change 
in % in % in # of 
firms 


Source: Employment Dynamics 


Goods-producing 
Trade 

Market Services 
Funded Sector 
Unclassified 


Unlike the remainder of Canada, the region’s goods-producing sector 
increased by 1,477 firms. This is rather surprising in view of the 
well-publicized problems within the Atlantic ground fishery. In fact, 
a comparison of Tables 1.1 and 1.2 indicates that when the relative 
size of the region is considered, the Atlantic region outperformed 
the national economy by a substantial margin. 


* The funded sector includes Community Services (education, health and welfare) 
and Public Administration. The market services sector includes Transportation, 
Communications and Utilities, Finance, Insurance and Real Estate, and Personal 
and Business Services. 
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Table 1.2 


Distribution of Firms by Sector 


Canada 


_ Goods-producing 


1989-1995 


Share 
of total 
in % 


% 


Sector # of firms | Share # of firms 
1989 of total | 1995 
in % 


2,461 
18,623 


Trade 
Market Services 
Funded Sector 
Unclassified 


Source: Employment Dynamics 


Even though Canada experienced a recession during the early 1990s, 
the number of firms operating in the country increased from 919,257 
to 941,737. However, as Table 1.2 indicates, there were a number 
of variations within sectors. The market services sector experienced 


_ the largest increase in the number of firms, growing from 387,416 to 


406,039, or by 18,623 firms. The funded sector ran a relatively close 


meecond. with an imcrease of\- 13,912. ~These* ‘gains 
were partially offset by a large decrease in the number of firms in 


the goods-producing sector, which lost over 11,000 firms over the 
six-year period. 


‘Entries and Exits 


Generally speaking, new ventures have extremely high mortality 
rates during their first several years of existence. A dynamic 
economy needs a large number of new business start-ups each year, 


many of which will “beat the odds.” Some of these, in turn, will 


become solid contributors to employment growth and the creation of 
economic value. These new firms must also replace job losses in 
firms that decrease in size or which exit the economy during a period. 
A good indicator of a region’s economic health, therefore, is the rate 
at which new businesses are started. 


12 THE STATE OF SMALL BUSINESS AND ENTREPRENEURSHIP IN ATLANTIC CANADA — 1998 


Table 1.3 


Net Change in Number of Firms 
by Province and by Sector 
1989-1995 


Sector pet__| Total 
Goods-producing 1477 
Trade 236 558 
Market Services 1,086 
Funded Sector 335 2,156 
Unclassified 972 
All Industries 4,305 
SIC Industries 5,277 


% of 1989 
SIC Firms 5.46 5.78 il Ow 6.22 


Source: Employment Dynamics 


In the context of our discussion, “entries” are defined as businesses 
that enter a region’s economy during a given year. “Exits” are firms 
that have left the economy in a particular period. Entry rates and exit 
rates are calculated by dividing the number of new firms or exiting 
firms by the number of firms that existed at the beginning of the period 
in question. Exit statistics do not necessarily measure business failure; 
in fact, businesses leave the economy for a number of reasons, including — 
mergers, acquisitions and voluntary closures. In some cases, companies 
undergoing a change in legal status, a name change or a change in - 
ownership might appear as an exit in Statistics Canada reports. It is 
not uncommon for firms to simply become inactive for periods of 

time and to reappear later as active businesses. 


Table 1.4 provides a summary of business entry and exit statistics for 
each of the individual Atlantic provinces, for the Atlantic region as a_ 
whole, and for Canada. Atlantic Canada’s entry rate of 19.4% compared 
very favourably with the rate of 14.9% experienced nationally. In fact, — 
each of the individual Atlantic provinces substantially exceeded the | 
national rate. 
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Table 1.4 


Average Entry and Exit Rates for Businesses 
Canada, Atlantic Canada and Provinces 


1990-1995 
(%) 
of businesses 

NF 0.6 
PEI 1.7 

NS 0.7 

NB ei aia a Re | 0.3 
ATL CAN 0.8 
CAN 0.4 


Source: Special run of Employment Dynamics 


Table 1.5, which presents annual entry rates for the years 1990-1995 
by province, region and country, indicates that despite the robust 
entry rate experienced in the region over this period, the rate has 
decreased from 21.8% in 1990 and has levelled at 18.5% for the 
1993-1995 period. This may provide some cause for concern, 
particularly in view of the fact that the national rate increased 0.6% 
over the latter three-year period. 


Table 1.5 


Trends in Business Entry Rates 
Canada, Atlantic Canada and Provinces 
1990-1995 

(%) 


Average 
24.1 


8 Oe . . 


Source: Special run of Employment Dynamics 


Table 1.5 also indicates that a decline in entry rate was experienced in 
each of the Atlantic provinces. As in previous years, Newfoundland 
and Labrador experienced the highest entry rate overall, but its decline 
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was also the most precipitous — from 29.4% to 21%. In view of the 
impact of the bridge construction linking Prince Edward Island with 
New Brunswick, it is not surprising that the former province 
experienced only a slight overall decrease — from 21.2% to 20.8%, 
a commendable performance in comparison with the regional and 
national performances. 


Table 1.4 indicates that the Atlantic region experienced an exit rate 
much higher, at 18.6%, than the national average of 14.5%. However, 
Atlantic Canada did experience an overall increase of 0.8% in the 
number of firms operating in the region, somewhat higher than the 
national rate of 0.4%. Newfoundland and Labrador experienced the 
highest exit rate at 23.5%, but still managed a net increase in firms of 
0.6%, well above the national average. The region’s highest 
performer was Prince Edward Island, which produced a net increase 
of 1.7%, again likely the result of the fixed link. The remaining 
Atlantic provinces also outperformed the national average. Although 
these exit rates might appear somewhat high, it must be pointed out 
that small firms traditionally experience high exit rates and that this 
was magnified by the recession which was prevalent in the region 
during the early 1990s. Given that fact, the region actually performed 
quite well. 


Business exit rates varied widely within the region. Table 1.6 provides 
an overview of exit activity by province, together with a comparison 
of regional and national rates. The highest provincial rate, at 23.5%, 
belonged to Newfoundland and Labrador. This province had a 
significant increase, from 23.2% to 25.3%, over the period. The 
highest increase during this period occurred in Prince Edward Island, 
which experienced an increase from 16% to 23.2%. Nova Scotia also 
experienced an increase. 
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Table 1.6 


Trends in Business Exit Rates 

Canada, Atlantic Canada and Provinces 
1990-1995 

(%) 


1995 
23. 25.3 
23. 
190 
I74 
ATL CAN 20. 
CAN 146 


Source: Special run of Employment Dynamics 


Average 
pie ee 


NB 


As a result of this activity, the impact on the economy of relatively 
high entry rates has been largely offset by high exit rates. It would 
appear that Atlantic Canadians continue to start businesses at rates 
higher than the national average. However, mechanisms and support 
systems must be developed to help reduce the rate at which firms exit 
the economy. Table 1.7 reinforces this view. 


Table 1.7 


The Dynamics of a High Turnover 
Atlantic Canada 
1986-1995 


Exits Net gain % 
identified 
year before this year 
1986 5.1 
1987 15,796 4.0 
1988 16,523 3.0 


Total # of 
firms the 


Entries 
this 


Year 


ear 
14,867 


1989 17,060 4.2 
1990 18,935 2,913 3.4 
1991 18,176 1.8 
1992 17,246 0.9 
1993 16,978 0.8 
1994 92,784 17,120 0.1 
1995 92,890 17,155 -2.0 


Source: Special run of Employment Dynamics 
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The percentage of net new firms entering the region’s economy has 
steadily decreased over the 1990-1994 period and, in fact, for the first 
time in ten years, the region experienced a net decrease in the number 
of firms in 1995. This situation is extremely serious given the 
region’s dependence on growth in new businesses as an economic 
stimulant. In order to identify areas of strength and weakness within 
the region, it 1s useful to examine entries, exits and net retentions 
within various industries. This information is presented in Table 1.8. 


Table 1.8 


Entries and Exits by Industry 
Atlantic Canada 
1990-1995 


Industry Total entries Total exits Entry rate Exitrate Net gain 
% 


# 
Agricult. Fish. Trap. 105 19.63 -3.9 
Logging & Forestr 3.1 
Mining 0.7 
Manufacturing 1. 
Construction 1.3 
Transportation 1.7 
Communication 33 


Wholesale 1.6 
Retail 0.2 


Finance & Insurance — 3,304 3,188 | 15.31 14.51 0.8 
Business Services — 6,041 4,510 25.12 18.76 6.4 
Government Services | L519 1,549 28.94 29.51 -0.6 


Education 8.8 
Health 6.7 


Accommodation 6,188 (2345 20.10 pe 
Other Services 28,048 28,171 | 25.82 25.93 -0.1 
Total 105,610 101,305 20.29 19.46 0.8 


Source: Employment Dynamics 


Not surprisingly, one of the region’s traditionally strong industries, 
Agricultural, Fishing and Trapping, has shown a decrease over the 
six years included in the analysis. Many of the other industries, 
however, performed extremely well over this period. Among the best 
performers is education which, with a net increase of 8.8%, reflects 
the growing number of privately operated educational institutions in 
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the region. Paralleling the national performance, services are also 
extremely strong. Logging and forestry experienced an entry rate of 
22% and an overall increase in the number of firms operating in the 
region of 3.1%. The communications industry was strong, with an 
increase of 3.3%. Particularly heartening, from an employment point 
of view, was the manufacturing industry, which increased by 1.1%. 


Business Dynamics 

The previous section of this report examined the pattern of business 
entries and exits, revealing that large numbers of new firms are 
needed to offset those exiting the economy, and to create the 
economic wealth the region requires. This section will investigate the 
growth patterns of firms in existence at the end of 1989, as well as 
those established after that time. This analysis, based on the data 


| presented in Table 1.9, looks at the growth in number of firms by 
_ employment size category. A small firm is defined as one with fewer 
_than 100 employees, a medium-sized firm is one with 100-499 


employees and a large firm is one with 500 employees or more. 


_ Several patterns can be identified from a review of Table 1.9. First, 


most firms remained stable in size or, at best, experienced increases 
or decreases in employment which were not large enough to move 
them to another category. Second, in comparison with the number of 


_ new firms, relatively high numbers of firms of all sizes exited the 


economy. In order to understand the implications of these patterns, 
an examination of the movement of firms between employment 
categories is necessary. Before doing that, however, some 


clarification of the terminology is necessary. “Entrants” are defined 


as firms which entered the economy during the six-year period under 
review. “Exits” are firms which left the economy during that period. 
“Outflows” are firms that existed in 1989 and which moved to 
another size category during that same six-year period. 
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Table 1.9 


The Dynamics of Firms in Atlantic Canada 
1990-1995 
(000s) 


Status 


=) 5<20 20<50 50<100 | 100<500 | 500+ 
emp. | emp. emp. emp. emp. emp. 


Firms Coming into the Size Category 


Newentrants: [903 | 69 |) 31 | 47 je 240 | 12 
Inflows 


Firms Leaving the Size Category 
Exits of 1989 
firms 
Outflows 
Exits of post- 
1989 firms 
Total 


Firms in 
existence 
at the end 
of 1989 


Le 


SL an eel Peed ne 


44.7 


56.6 


of 1995 
% of all firms 
% change 


Net Change 7.0 -2.9 -0.2 0.1 0.2 0.1 4.3 
Firms in 

existence aed 3.4 1.6 2.5 2:0 91.1 
at the end 


Source: Special run of Employment Dynamics 


The most volatile size category was the smallest firms. This category 
experienced the highest numbers of entrants and exits by far. It was 
responsible for the highest increase in the number of total firms and, 
in fact, accounted for almost all of the increase in firms in the region 
over the six-year period, with medium-sized and large firms 
achieving modest increases. A somewhat surprising fact, however, 1s 
that very few small firms grew to a point where they entered a larger 
size category. In fact, most small firms remained about the same size. 
There may be a number of reasons for this. Small businesses tend 
to have somewhat restricted access to the financial and human 
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resources needed for expansion. Many small firms feel constrained 
by the size of local markets and find it difficult to see beyond local 
boundaries. During much of the period under review, the region 
experienced tough economic times. Finally, many small business 
owners choose to remain small and have no growth aspirations. 


In conclusion, Atlantic Canada continues to lead the nation in new 
business start-ups and in net retention rate of new businesses. At the 
end of 1995, close to 80% of all firms in the region had five 
employees or fewer and nearly 95% had fewer than 100. This 
situation clearly reinforces the importance of small business to job 
creation within the region. The impact this has had on employment 
will be discussed in the next chapter. 
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Chapter Two 


Job Creation — The 


~Dynamics 


hile the 1996 edition of The State of Small Business and 

Entrepreneurship in Atlantic Canada reflected the impact of 
the recession in the early 1990s, there were several positive trends. 
For example, the unemployment rate in Canada and Atlantic Canada 
was on the decline from 1993 through 1995. All provinces in the 
Atlantic region benefited from the trend in the overall decline in 
unemployment rates. 


It should be noted, however, that by 1995 the unemployment rate in 
Atlantic Canada was 1.2 percentage points higher than in 1989. In 
Canada, the rate in 1995 was 2.0 percentage points higher than the 
1989 level (Table 2.1). 


Table 2.1 


Unemployment Rates 
Canada and Atlantic Canada 
1989-1995 


Region Year 


1995 
CAN 9.5 
NF 18.3 
PEI 14.7 
NS dee 05 12,0 | 13 lea ene oa 
NB 12.5 1.5 
EERCAN 12 2 A128 ole 14,0 14.9 15.4 13.4 


Source: Statistics Canada, Cat. No. 71-201 
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This chapter discusses the overall dynamics of employment in 
Canada, Atlantic Canada and individual Atlantic provinces. In 
particular, comparisons will be made between employment 
distribution among firms by size and by various sectors of the 
economy based on the Standard Industrial Classification (SIC) codes. 
It should be noted that comparisons will be for the period 
1989-1995, 


Employment Creation 

Table 2.2 indicates the gross employment created in Atlantic Canada 
by each firm size category as a percentage of total employment. The 
second column shows the percentage, by firm size, of total 
employment created by new firms entering the economy over the 
1989-1995 period. Of the gross employment created by new firms, 
70.9% occurred in those with fewer than 100 employees. What is 
also significant is that firms with less than five employees created 
36% of the new employment. This indicates that the Atlantic region 
has a vibrant entrepreneurial sector that continues to create new 
employment as new firms enter the economy, replacing those being 
lost through exits and jobs that are lost through downsizing. 


The third column in Table 2.2 shows the overall percentages of total 
gross employment created by each firm size category over the 
1989-1995 period. These percentages take into account employment 
for firms that entered the economy, and those existing firms which 
increased employment. Over the 1989-1995 period, 62.6% of gross 
employment in the Atlantic region was created by small firms. While 
new firms continue to feed new employment into the economy, the 
small business sector remains the dominant force in overall gross 
percentage employment gains. 
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Table 2.2 


Employment Creation by Size of Firm 


- Atlantic Canada 


1989-1995 

Firm Size Percent of Gross Percent of Gross 

(# of employees) Employment Created by Employment Created by 

New Firms All Firms 

<5 250 
5-19 9 
20-49 11.7 
50-99 fia Pe RE ae pi 
Small Firms 62.6 
100-499 13.4 
500+ _ 24.0 
All Firms 100.0 


Source: Special Run of Employment Dynamics 


Employment Distribution by Size of Firm 

Total employment in Canada decreased by 362,700 over the 
1989-1995 period and this decrease can be totally attributed to large 
firms which lost 375,200 jobs. Overall, the small business sector 


' gained a total of 11,300 jobs (Table 2.3). The micro-firm category 


(<5 employees) contributed 95,700 jobs, increasing its share of 
overall employment in Canada from 8.5% to 9.6%, the largest gain 


_ in percentage terms of all size categories. 


The loss of 137,300 jobs in the 5-19 employees category appears to 


_ be somewhat of an anomaly. The decrease in jobs in this category is 


consistent with Atlantic Canada as a region and each province in the 


_ region with the exception of Prince Edward Island which registered 


a slight gain. Some elaboration will be made on this later. 


"The Atlantic region did not fare well during the 1989-1995 period. 


Overall employment was down 57,200 or 6.8% (Table 2.4). 
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Table 2.3 


Employment Patterns by Size of Firm 


Canada 

1989-1995 

Firm Size Employment Employment Net Change in 

(# of Distribution 1989 Distribution 1995 Employment 

Employees) 1989-1995 
(000s) (000s) (000s) _|_% 

= Ee MO Ee Pe 


5-19 9.0 
20-49 13 
50-99 4.6 
Small Firms 0.3 
100-499 0.1 
500+ “7.1 


All Firms 11,528.8 | 100.0 11,166.1 | 100.0 -362.7 -3.2 


Source: Employment Dynamics 


While the greatest decline in employment in Atlantic Canada 
occurred in the medium to large firms (41,000), there was also a 
significant decline in employment in the small business sector with a 
loss of some 16,200 jobs. This decrease can be attributed to the 
decline of 17,000 jobs in the 5-19 employees category. Table 1.9 in 
Chapter | partly explains this decline in that 4,100 firms left this 
category over the period while only 2,200 firms entered — a net 
change of 1,900 firms. Assuming an average employment per firm of 
10-12, the net change in firms would more than account for the 
decrease. The volatility in firm movement among firm sizes appears 
to be between the <5 and the 5-19 employees categories. It is not 
possible to know where the outflows of 4,100 firms went. They may 
have exited the economy, slipped to the <5 employee category or 
grew to become larger. It appears, however, that they did not take a 
great number of jobs with them since both the net change in firms 
and the net change in employment in all other size categories have 
remained relatively flat in the small business category over the 1989- 
1995 period. While there was a net increase of 7,000 firms into the 
micro-firm category (<5 employees), the net job creation was only 
400 (Table 2.4). This would indicate significant downsizing in the 
micro-firm category. 
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Table 2.4 


Employment Patterns by Size of Firm 
Atlantic Canada 


1989-1995 

Firm Size Employment Employment Net Change in 

(# of Distribution 1989 Distribution 1995 Employment 

Employees) 1989-1995 
(000s) (000s) (000s) | % 

p-19 113.2 -15.0 


<5 FSR te (ee Pe Be ee 


2 
20-49 1.9 
50-99 2.1 
Small Firms 5.1 
100-499 13-4 
500+ 6.3 
All Firms 846.4 | 100.0 LST canes 


Source: Employment Dynamics 


In examining the movement in the medium to large firms (>100 
employees), there was a net increase of 300 firms in this size 
category (Table 1.9 in Chapter 1), yet, employment decreased in this 
category by 41,000. Again, there appears to be significant 
downsizing taking place over the 1989-1995 period. 


In examining the Atlantic region by province, there appears to be 
some significant differences. Losses in employment in small 
business in Newfoundland and Labrador and Nova Scotia more than 
offset the gains in New Brunswick and Prince Edward Island. In 
Newfoundland and Labrador (Table 2.5), the employment loss of 
4,100 in small businesses represented 27% of the total (15,000). In 
Nova Scotia (Table 2.6), there was a 14,100 decline in small business 
employment which represented almost 44% of the total decline of 
32,200. Of the total of 57,200 jobs lost in the Atlantic region, 47,200 
or 83% were lost in Newfoundland and Labrador and Nova Scotia. 
Firms with 100 or more employees represented 61% of the total job 
losses in these two provinces. 
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Table 2.5 


Employment Patterns by Size of Firm 
Newfoundland and Labrador 


1989-1995 
Firm Size Employment Employment Net Change in 
(# of Distribution 1989 Distribution 1995 Employment 
Employees) 1989-1995 

% 
<5 oP apg stei | OEOG ee Waat We lo eer Seer ee 
5-19 ee 
20-49 SAA es gee | Peis ae Ss eee ee Os eos 
50-99 -4.0 


Small Firms “6.4 
100-499 3.0_| -15.2 
500+ 8.3 
All Firms 8.4 


Source: Employment Dynamics 


Table 2.6 


Employment Patterns by Size of Firm 
Nova Scotia 


1989-1995 
Firm Size Employment Employment Net Change in 
(# of Distribution 1989 Distribution 1995 Employment 
Employees) 1989-1995 

% 
<5 -6.6 


5-19 22.8 
20-49 -0.3 
50-99 1.2 
Small Firms -10.9 
100-499 “10.4 
500+ 7.5 
All Firms 8.2 


Source: Employment Dynamics 
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As with Canada as a whole and the Atlantic region, significant job 
losses occurred in the 5-19 employees category in every Atlantic 
province. This cannot be explained totally with the available data. 


New Brunswick and Prince Edward Island present a somewhat 
different picture in that some increases in the small business sector 
were realized — 300 in New Brunswick and 1,700 in Prince Edward 
Island. Again, significant job losses occurred in the 5-19 employees 
category. In New Brunswick, any employment gains in small 
businesses were more than offset by losses in medium to large firms 
as this group lost 12,200 jobs (Table 2.7). 


Table 2.7 


Employment Patterns by Size of Firm 
New Brunswick 


1989-1995 

Firm Size Employment Employment Net Change in 
| (# of Distribution 1989 Distribution 1995 Employment 

_ Employees) 1989-1995 

% 
Ss 6.3 
fe-19 -8.9 


20-49 5.0 
50-99 yo ae a Sl 
Small Firms 0.3 
100-499 -15.6 
500+ a3 
All Firms 44 


| Source: Employment Dynamics 

In Prince Edward Island (Table 2.8), the net increase in employment 
was 1,900 and almost 90% of this increase occurred in small 
| businesses (1,700 versus 200). Interestingly, there was a net gain of 
1,600 jobs in the large firms (>500) and a net loss of 1,400 jobs in the 
| medium-sized firms (100-499). 
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Table 2.8 


Employment Patterns by Size of Firm 
Prince Edward Island 


1989-1995 
Firm Size Employment Employment Net Change in 
(# of Distribution 1989 Distribution 1995 Employment 
Employees) 1989-1995 

% 
<5 On PSone eee ae ae 
5219 -3.6 


20-49 25.6 
50-99 9.1 
Small Firms 7.6 
100-499 18.7 
500+ Dee Deer a oe Bae 
All Firms 4.1 


Source: Employment Dynamics 


Employment Distribution by Sector 

As can be seen from Tables 2.9 and 2.10, the goods-producing sector 
suffered the greatest decline in employment in both Canada as a 
whole and in Atlantic Canada. In Canada, the gains in other sectors 
were more than offset by the 444,700 job losses in the goods- 
producing sector. The manufacturing industry represented 55.6% of 
the job losses. All other sectors lost ground with the exception of the 
funded sector which offset some of the losses by contributing 
142,200 jobs. . 
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Table 2.9 


_ Distribution of Employment by Industry/Sector 


Canada 
— 1989-1995 
Industry/ Employment Employment Net Change in | % of Total 
Sector Distribution Distribution Employment Change in 
1989 1995 1989-1995 Employment 


Primar 71 


Mining 8.9 
- Manufacturing 68.1 
Construction 38.3 


— Goods 
_ Producing 3,014.5 | 26.2 | 2,569.8 | 23 -444.7 | -14.8 122.5 


Wholesale 3.5 


- Retail 4.5 


Trade 8.0 
TC &U i 
FIRE (Sr a TS EY ST 


Sines | 2mia|irs faoa| ies | 16 | 39 
| Services 22ND (Go! 20974) 188 76 3.8 -20.9 
Seve | 36107 [sus [asa [aa | aos | a 
- Services 5 OOS) I Se Rs | -40.8 | -1.1 £12 


Community 

| Services 1E762.0n1 ied 1,907.6 | 17.1 145 eee -39.9 
Public 
Administration 15053.0 1,050.2 9.4 -2.8 -0.3 0.8 


| Funded 
- Sector 2,815.6 | 24.4 | 2,957.8 | 26.5 142.2 5.1 -39.2 


Unclassified | 34.5 [ 03 | 436 | 04 | 91 | 264 | -25 
TOTAL 100_ 


Source: Employment Dynamics 
Note: Abbreviations — Transportation, Communications and Utilities (T, C & U), 


_ Finance, Insurance and Real Estate (FIRE) and Personal and Business Services 


| (P & B Services). Community Services include Education, Health and Welfare. 
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Table 2.10 


Distribution of Employment by Industry/Sector 
Atlantic Canada 


1989-1995 
Industry/ Employment Employment Net Change in | % of Total 
Sector Distribution Distribution Employment Change in 


1989 1995 1989-1995 Employment 
Primary 2.7 
Mining EP Pe Tee Se ee es 
Manufacturing ————E— 29.2 
Construction 0.1 


Goods 
Producing me 2 ees 158.2 | 20.4 -24.0 | -13.2 34.5 


Wholesale | ___45.3 | 15.8 
Retail 16.5 
Trade 32.4 
TLC&U 2.9 
FIRE 12.2 


Leconte ob gid ban tape (is Blane 
Services 1525, 15.6 124.7 | 16.0 10.9 
Serices | 2526 |275 | n14s| 276 | 161 | 70 | 
Services 232.6 | 27.5 214.5 | 27.6 -18.1 26.0 
secs” | tas [iss | t1s4| 15a] a9] as | 
Services Mas 13 119.4 | 134 4.9 4.3 -7.1 
Aamisaion| 1447 [171 | tas | ina | 95 | 66 | 
Administration 144.7 | 17.1 ISS 2AA04 -9.5 1347 
secor | 2592|506 | 2506| a2 | 16 | 16 
Sector 259.2 | 30.6 254.6 | 32.8 -1.8 6.6 


Unclassified 0.4 
TOTAL 100.0 


Source: Employment Dynamics 
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The situation in Atlantic Canada' (Table 2.10) was somewhat similar 


but not as dramatic. All major sectors had a net decrease in 
- employment. The goods-producing sector experienced a net decrease in 
employment of 24,000 or 34% of the 69,500 decrease. Manufacturing 


lost 20,300 jobs and this, as was the case in Canada as a whole, 
represented the largest number of jobs lost compared with other 
industries (29%). The only positive note for the region over the 
1989-1995 period is that community services increased by 4,900 jobs. 


Manufacturing employment was down in all the Atlantic provinces. 
The most notable decrease was in Newfoundland and Labrador 
(Table 2.11) where 9,300 jobs were lost in this industry representing 


45.8% of the total Atlantic Canada decrease in this industry. In fact, 
manufacturing represented 60% of the total loss in employment 


(15,500) in Newfoundland and Labrador. Employment was 


helped somewhat by increases in the construction industry (2,600), 


probably as a result of the Hibernia project. Community services also 


- experienced a net increase in employment (3,900). 


The 1989-1995 period was not a positive one for the Nova Scotia 
economy (Table 2.12). All sectors registered a decline. The economy 


lost 32,400 jobs. This represents 46.6% of Atlantic Canada’s total job 


_ losses and a disproportionate 8.9% of the Canadian job losses. Again, 
the manufacturing industry suffered, losing 7,400 jobs or 22.8% of 


the total. 


‘There is a difference of 12,300 employees between Tables 2.10 and 2.4. This difference 
is explained by rounding and confidentiality restrictions in the New Brunswick and 
Prince Edward Island statistics. 
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Table 2.11 


Distribution of Employment by Industry/Sector 
Newfoundland and Labrador 


1989-1995 
Industry/ Employment Employment Net Change in | % of Total 
Sector Distribution Distribution Employment Change in 


1989 1995 1989-1995 Employment 
Primary raga Ia | ania aon Tea 13 
Mining nana Neos eae OR LON RL 
Manufacturing 60.0 
Construction 16.8 


Goods 
Producing eect 8 | 19.5 27.3 | 16.7 -7.5 | -21.6 48.4 


Wholesale 12.3 
Retail 1.9 
Trade Ta36 [isa [14 [192] 29 [we 14.2 
ie ie Ee ae ee ea ea: 
FIRE 9.7 


sevies | stifira | zs] i709 | 33 [106 
Services Sikes st le eee ele -3.3 | -10.6 213 
series | sus [2a | ase|are | 40 | 97 
Services 50.5 | 28.3 45.6 | 27.9 -9.7 31.6 
Services Zl Ou lead 25 V1 bo.6 3.9 18.1 -25.2 
Administration Bes aediLae 53 Ome 02 -4.8 |-12.7 31.0 


Funded 
Sector 59.4 | 33.2 5Si5 Tego -1.5 5.8 
Unclassified | 04| 0.2 | 04/03 | 00 | 00 | 00 


TOTAL 100.0 


Source: Employment Dynamics 
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Table 2.12 


Distribution of Employment by Industry/Sector 
Nova Scotia 
1989-1995 


| Industry/ 


Employment Employment Net Change in | % of Total 
_ Sector Distribution Distribution Employment Change in 
1989 a 1989-1995 Employment 
| Primar Eaeoa|kis [58 ea | io esa 2.8 
Mining ee 2.5 
Beanufacturing | 746.7 713.3 | 39.3 | 12.3 | -7.4 [215.9 | 228 
Bconsiruction | 178) 51 | 137 | 43 | 41 [2305] 2 
Goods 
_ Wholesale Tissfas [go aoe Lr 8.6 
- Retail [s3iftsi | a6 fiss {35 [66 | 10.8 
Trade 19.4 
BL C&U 7 5.6 
FIRE RAIN NS 8 Pe a 
P&B 
SS 
_ Services 93.4 | 26.6 85.2 | 26.8 25.3 
ge ade ela [ld 
Services 55.4 | 15.8 52,6 Pl05 8.6 


_ Administration DD .4 jel. 53 G9 
Sector RCE 8 ae 6 106.5 | 33.4 -3.9 13:3 


Unclassified ate axram me BEC 1.2 
TOTAL 100.0 


Source: Employment een 


The goods-producing sector as a whole lost 40.7% of the total job 
losses followed by the market services sector at 25.3%. 


The New Brunswick statistics on employment distribution over the 
1989-1995 period show a somewhat different pattern as compared to 
the other three provinces (Table 2.13). 
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Table 2.13 


Distribution of Employment by Industry/Sector 
New Brunswick 


1989-1995 
Industry/ Employment Employment Net Change in | % of Total 
Sector Distribution Distribution Employment Change in 


1989 1995 1989- ae Employment 


| (000s)|_% | 000s)| _% | (000s)|_% __| 
Primary [ sa[33 | sa] a3] 04 | 40 2.2 
Mining 2.8 
Manufacturing a “2 
Construction 


Goods 
Producing 60.8 | 22.4 55.7 Woe -5.1 28.7 


Wholesale 30.3 
Retail 44.4 
Trade 74.7 
TC&U 2.8 
FIRE 18.5 


ak legs ea 
Services 41.4 

serices | 162 | 261 | ual ost | si | 67 | a 
Services 76.2 | 28.1 28.1 


Community 

Services SOM ial 54/0 NW t3a 3.9 Pad -21.9 
Public 

Administration 43.1.) 159 44.8 | 17.7 ey 3.9 -9.6 


Funded 
Sector 75.8 Weis 79.4 | 31.4 5.6 7.6 -31.5 


Unclassified | 0.4] 0.2 | 05] 0.2 | 01 | 25.0 | -0.6 
TOTAL |__ 271.0 [100.0_| 253.2 |100.0 | -17.8 | -6.6 | 100.0 


Source: Employment Dynamics 
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While manufacturing was down significantly in New Brunswick, 
with a net employment decrease of 3,400 (19.1% of the total), 
wholesale and retail trade registered the largest loss with a decrease 
in employment of 13,300 or almost 75% of the total employment 
loss in the province. The comparative percentages for 
Newfoundland and Labrador, Nova Scotia and Prince Edward Island 
were 14.2%, 19.4% and 18.4% respectively. The economy in New 
Brunswick was buoyed up by the funded sector which registered a 
net increase in employment of 5,600. 


For the Prince Edward Island economy, some data may be 
_ suppressed because of confidentiality guidelines. It should be noted 


that large firms contributed 84% of the net increase in employment 


_ (Table 2.14) and the construction industry realized a 2,400 increase 
_ in jobs over the period, offsetting most of the job losses. This could 
_ be attributed to activity surrounding the fixed link project. The 
_ funded sector showed an increase of 5,000 jobs, more than offsetting 
_ total job losses. The rest of the sectors remained relatively flat in 


_ terms of employment movement. 


In conclusion, it can be said that despite the volatility within and 
among provinces, the small business component of the economy 


has remained strong. The share of total employment distribution for 
small businesses in 1995 increased in Canada to 40.7% from 39.3% 
in 1989. In Atlantic Canada the small business share increased from 
37.8% in 1989 to 38.5% in 1995. With the exception of Nova Scotia, 


all other provinces experienced similar employment distribution 
- gains. The goods-producing sector showed significant decreases in 


employment in Canada and Atlantic Canada. In the case of both 


Canada as a whole and the Atlantic region, the manufacturing 
industry contributed significantly to employment loss. 
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Table 2.14 


Distribution of Employment by Industry/Sector 
Prince Edward Island 


1989-1995 
Industry/ Employment Employment Net Change in | % of Total 
Sector Distribution Distribution Employment Change in 


1989 1995 1989-1995 Employment 


Primary 10.5 
Mining 0.0) 7010 I 010) 008 0101 00 |S G0 
Manufacturing 5.3 
Construction 63.2 


Goods 
Producing 20.4 11.2 | 26.48 LS. 1) 192 -47.4 


Wholesale | __2.2 | ave ee 23.7 
Retail GS A R20 OTe 
Trade | 8.91193 | 82] 194 | -0.7 | -79 | 184 
T.C&U [25] saz[ 29 [69 [04 {160 -10.5 
FIRE 53 


Services 17:4 TOAST -0.1 -1.25 2.6 
seve eee et oa Laid oe 

Services 254274 12.6 | 29.8 -2.6 
Services 14.8 ies 2.6 
Administration &:45 | 18.2 3 -58.3 128.9 
Sector 15.2 | 33.0 10.2 | 24.1 ave 9 131.6 


Unclassified 0.0 
TOTAL See a one 100.0 


Source: Employment TNE 
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Chapter Three 


‘Entrepreneurial Start-Ups 
in Atlantic Canada 


his chapter summarizes the results of a recently published 
research study carried out by Dr. Helen Mallette of Mount Saint 


| Vincent University and Dr. Norman McGuinness of Acadia University. 
_ The purpose of the research, which was jointly funded by the Atlantic 


Canada Opportunities Agency and the Acadia Centre for Small Business 


_and Entrepreneurship, was to learn more about the entrepreneurial 


start-up process. Key elements of the process were integrated into 


a model which was tested with data from a survey of new 


entrepreneurs throughout Atlantic Canada. The study was designed 


_ specifically for the needs of counsellors and others who help people 


_ to become entrepreneurs, and investigated such issues as: 
_¢ Which aspects of the business start-up process are likely to have 


the most impact on success? 

¢ How can counsellors intervene more effectively? 

¢ Do high achievers go through business start-up differently than low 
achievers? 

¢ How can counsellors adapt their services to meet the varying needs 
of different entrepreneurs? 


Research questionnaires were sent out during late 1996 and early 
1997 using client lists provided by business counselling centres 
throughout the Atlantic region. Some 912 usable responses were 


received from a total distribution of 7,083, a response rate of 12.9%. 


- Overview of the Research Model 


The research began with a review of the current literature on start-up 
processes. While several models of the start-up process exist, they 


Entrepreneurial Start-Ups: Help for Counsellors, sponsored by the Atlantic Canada 
Opportunities Agency and the Acadia Centre for Small Business and Entrepreneurship. 
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were not deemed suitable for the following reasons. First, most of the 
models utilize theoretical constructs that have not been tested with 
empirical data. While such models provide good sources of ideas, 
they usually have to be changed considerably to be used for practical 
purposes. Second, existing models, including those that have been 
tested with data, are generally not helpful to business counsellors. 
The problem lies within the models themselves. Many use too 
general a view, thus lack detail. Others are too narrowly focussed on 
specific aspects of the entrepreneurship process. 


As a result, it was decided that a new model was needed combining 

practical information for counsellors with key elements of the start-up 

process. The basic model consists of three components (Figure 3.1): 

e Background Factors — such as the entrepreneur’s experience level, 
level of need for achievement and individual circumstances; ~ 

¢ Process Activities — variables linked to preparing for start-up; and 

¢ Outcomes — variables reflecting the entrepreneur’s mental outlook 
just before making the decision to start a new business. 


The report then details each part of the model. 


Outcomes 

The study approaches the question of Outcomes of the entrepreneurial 
process through application of the Theory of Planned Behaviour 
which is based on the premise that the best predictor of behaviour is 
the intention to perform the behaviour. /ntention, in turn, is the 
product of three variables. The first, Attitude, indicates the degree to 
which the person believes that the behaviour will lead to desired 
outcomes. The second, Subjective Norm, refers to how much the 
person believes that prominent referent people in his/her life will 
approve or disapprove of the behaviour. The third, Perceived Control, 
recognizes that a person seldom has complete control over all of the 
factors which affect successful performance. This concept captures 
the degree to which the person believes he/she can exercise control 
over behaviour. 
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Figure 3.1 


Model - The Main Sections 


Background 


Outcomes 
Factors Proce 


Activities 


To apply the Theory of Planned Behaviour to the entrepreneurial 


start-up process, the authors found that, for various reasons, the 


. 
j 


i 


concept of Jntentions did not fit well with the final model. Instead, 

the concept of Success was substituted (Figure 3.2). Success, 1s 

comprised of two dimensions: 

e Met Expectations — the degree to which the perceived business 
success of the start-up met the entrepreneur’s expectations; and 


¢ Personal Success — the perception that life improved after start-up, 


e.g. enjoyable work, more balanced life and marital stress. 
The other variables were also adapted to fit the entrepreneurship 
process. Attitude Toward Behaviour became Goals, Subjective Norms 
became Support, and Perceived Control became Efficacy. Several 
dimensions were identified regarding each of these variables. 


Figure 3.2 


Expected Arrangement of the Outcomes Section 
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Goals were described as what motivates one to become an entrepreneur. 

The study identified the following dimensions: 

e Autonomy — the desire for control over one’s life; 

¢ Quality of Life — desire to gain such things as job security, better 
financial situation, improved family life and a better future; and 

e Status — recognition within the community. 


Support is the degree of encouragement the entrepreneur receives 
from family and friends during start-up. Identified dimensions were: 
¢ Spouse or family support; and 

e Friends — support provided by close friends and relatives. 


Efficacy refers to the degree to which the entrepreneur believes 

that he/she can actually make the start-up happen. The identified 

dimensions were: 

¢ Confidence — the perception of having control, of not being at the 
whim of circumstances; 

e Opportunity — the degree to which the business was still perceived 
to be attractive just before start-up; 

¢ Low Uncertainty — the entrepreneur’s perception of how low the 
uncertainties of start-up seem to be; and 

e Ease — the perceived ease, or lack of difficulty, of starting the 
business. 


The authors point out that the results of this survey were not quite 
what they expected (Figure 3.3). However, Efficacy had its expected 
impact on Success. The more the entrepreneur was committed to the 
start-up, and the more the entrepreneur believed that the project was 
feasible, the higher the perceived success rating was likely to be. 
Support impacted on Success as expected, but to a greater degree 
than Efficacy. Support also impacted on Goals, indicating that family 
and friends provided understanding, advice and moral support for the 
goals of the entrepreneur. However, Support had no significant 
impact on Efficacy. Goals had no direct impact on Success, but did 
strengthen the entrepreneur’s perception of Efficacy, thus having an 
indirect impact on Success. 
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Figure 3.3 


Resulting Outcomes Section 


Process Activities 

The report also addresses Process Activities — a serious part of getting 
ready to start a business. These activities take place over a period of 
time. At the beginning, there is often a good deal of vagueness about 
what needs to be done. There may be uncertainty about whether 
becoming an entrepreneur is a good idea. Over time, entrepreneurs 
usually become more committed to the project and develop clearer 
ideas of their goals. They are, however, mainly concerned with 
_hands-on preparations for start-up. 


| Figure 3.4 


Process Activities Variables 
Cuming) 

| 

| 
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The process variables are Planning, Difficulties and Financial Risk, 

each of which influences the others (Figure 3.4). Difficulties refer to 

the unexpected difficulties encountered where the entrepreneur has to 

be persistent and resourceful. Financial Risk refers to the perceived 

risk levels and the impact that failure would have on the entrepreneur’s 

financial situation. Planning consists of three dimensions: 

¢ Advice sought from lawyers, accountants and other experts; 

¢ Information gathered about the proposed business from a number 
of sources; and 

¢ Planning effort — the degree to which the entrepreneur’s plans were 
detailed, carefully done, and included specific operating goals. 


The results of the Process Activities section of the model is linked to 
the Outcomes section in Figure 3.5. 


Figure 3.5 


Process Activities and 
Outcomes Linked Together 


The three variables in the Process Activities part of the model seemed 
to behave as expected. Difficulties had a positive impact on both 
Planning and Financial Risk, in that the more difficulties perceived 
by entrepreneurs, the more they were driven to do more planning, 
and the higher degree of risk they perceived. Planning did not, 
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however, reduce Financial Risk. Instead, these variables were 
connected in a positive way — they increased and decreased together. 
Financial Risk also reduced Efficacy while Planning strengthened 
Efficacy, but not as much as anticipated. 


Background Factors — Experience and Individual Circumstances 
As indicated previously, Background Factors consisted of three 
elements. Two of these, Experience and Individual Circumstances, 
are discussed in this section. The third, Need for Achievement, is 
discussed in the next section. Experience and Individual Circumstances 
were identified as: 
© Prior Satisfaction — satisfaction with personal employment or financial 
situation may demotivate people to become entrepreneurs; 
© Stay Small — degree to which entrepreneur expected the business to 
remain small; 
_¢ Clear Business Idea — degree to which he/she had a clear business 
idea at the start and was strongly committed to starting; 
~¢ Related Business Experience — extent to which entrepreneur’s 
experience was relevant to the business being started; and 
_¢ Experience in Management — how much experience the entrepreneur 
had in management activities. 


Figure 3.6 connects the Experience and Individual Circumstances 
variables to the remainder of the model. The Stay Small variable 
indicates that those entrepreneurs who expected their businesses to stay 

small had very little interest in goals. The Prior Satisfaction variable 
had a negative impact on goals. Entrepreneurs who have a Clear 
Business Idea tend to do more Planning and have a stronger sense of 
personal Efficacy. Both Related Business Experience and Experience in 
Management had a small but positive effect on Planning, but only 
| Experience in Management had an impact on Efficacy. 


} 
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Figure 3.6 


Results of Background — Experience and 
Individual Circumstances 


Related Bus. 
Experience 
Experience 
in Mgmt. 


ch is not statistically significant. 
veen two variables. 
nt relationship. 


Background Factors — Need for Achievement 

The authors consider Need for Achievement (nAch) as a significantly 

different background factor from previous experience and individual 

circumstances. While those factors relate to the entrepreneur’s life 

experiences and personal preferences, nAch is thought to be a trait 

acquired when very young. Research indicates that both entrepreneurs 

and managers generally have higher levels of nAch than others; 

however, the nAch of entrepreneurs does not necessarily exceed that of 

managers. A person with high nAch has three specific characteristics: 

¢ The person likes situations where he/she takes personal responsibility 
for finding solutions to problems; 

¢ The person has a tendency to set moderate achievement goals and 
take calculated risks; and 

¢ The person wants concrete feedback on how well he/she 1s doing. 
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From a counselling perspective, one expects that people with high 
nAch will set relatively ambitious goals and will hate to fail, thus are 
likely to be careful planners. They will feel challenged by unexpected 
problems and will persist to find solutions. People with low nAch, on 
the other hand, will fear challenges and lack confidence to take risks. 
The challenge for counsellors is to help these people gain confidence 
by pointing out incremental successes throughout the start-up process. 


nAch was measured using the Work and Family Orientation (WOFO) 


scale, which assesses individuals in terms of four dimensions: 
_¢ Mastery — a desire to master something before moving on to 


something else; 
¢ Work Orientation — a positive attitude toward work; 


-¢ Competitiveness — a desire to win in competitive situations; and 
-¢ Personal Unconcern — a lack of concern with the negative reactions 


of others. 


Based on the survey results, it appears that nAch can have considerable 


| 
| 
) 
: 


1 


impact on the start-up process. The model (Figure 3.7) confirms that 
people with high nAch want and seek out challenging goals, and are 
challenged by difficulties. People with high nAch hate to lose and take 
special care to avoid mistakes by preparing carefully before acting. 
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Figure 3.7 


Results of the Full Model 


Related Bus. 
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Conclusions 

According to the authors, the goal of the report was to provide new 
insight into the process of entrepreneurial start-ups. While the 
relationship of nAch to entrepreneurship has received much attention 
in the research literature, use of the WOFO scale is new. This scale 
may become a useful tool for counsellors. Instead of trying to assess 
the impact of nAch on eventual success, the research hypothesized 
that the major impact of nAch would be on certain elements of the 
process. The research was thus able to clarify how nAch can be used 
to help counsellors. Finally, the use of a large integrated model 
allows the real complexity of the business start-up process to emerge 
and facilitates a better understanding of the many interactions 
involved between variables. 
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Chapter Four 


Women-Owned Businesses 
in Atlantic Canada: 
A Profile 


Oye the past 20 years, a great deal of attention has been paid 
to women’s issues in the workplace. Much of the attention 
has tended to focus on general issues such as employment 
discrimination, sexual harassment and blockages to promotion 
(the glass ceiling). This attention has led to greater public 
awareness and, no doubt, to changing public attitudes and even 
legislative changes. 


With the growing interest in small business and entrepreneurship in 
recent years, many writers and researchers are addressing the role 
women play in entrepreneurship. This may not be surprising since 
women are now better educated in business and have more business 
experience than they did two decades ago. In the 1990s, there are two 
generations of business-educated and experienced women who are 
ready to seize the possibilities created by market niches and to 
gamble on their own strengths and efforts. The 1992 edition of The 
State of Small Business and Entrepreneurship in Atlantic Canada 
emphasized the increasingly important role that women-owned 
business play in our economy. The report states that “...in 1964, 11% 
of Canadian businesses were owned by women, but by 1989 this 
figure had increased to 30%,” and that “50% of new business start- 
ups in Canada were by women.” 


‘What's Happening to Entrepreneurship, 1994, Mona Brandeen, Canadian Women 
Studies, Vol. 15, No. 1. 
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The purpose of this chapter is primarily to report on a study 
commissioned by Women’s World Finance/Cape Breton Association 
(WWE/CBA) and authored by Jody Manley and Joanne Galliran. 


The study, supported with funding from the Atlantic Canada 
Opportunities Agency, the University College of Cape Breton, Nova 
Scotia Economic Development and Tourism, Department of Canadian 
Heritage and Air Nova, was designed to identify the economic 
contribution made by women-owned businesses in the region. In 
addition, several related issues are addressed. These include: factors 
affecting start-up, characteristics of women-owned business, financing, 
education and training, work and family, and growth and expansion. 


The study surveyed 1,400 women from the four Atlantic provinces 
between September and December 1996, from which 351 usable 
responses were received. 


Throughout this chapter, comparisons with data from other 
documents may be made to illustrate certain major points. 


Factors Influencing Start-Up 
Figure 4.1 presents 10 factors (plus one category called “‘other’’) that 
influenced women to start their own businesses. 


Not surprisingly, high earnings potential did not rate highly in the 
respondents’ choices (13.7%) since, for entrepreneurs generally, this 
is not a major motivation. Lack of employment (26.8%), however, 
could suggest that there was a financial element reflected in their 
decisions to seek the entrepreneurial route. Generally, the major 
reasons for starting up a new enterprise were less economically 
motivated and more personal in nature. Opportunity to be one’s own 
boss ranked highest at 42.5%. Related to this was the respondents’ 
need for personal accomplishment (39.3%). Both of these are related 
to an individual’s need to achieve, a well-known motivational 
characteristic displayed by entrepreneurs. 


‘Measuring the Economic Impact: Women Business Owners in Atlantic Canada, 
Women’s World Finance/Cape Breton Association, Sydney, 1997. Unless otherwise 
stated, data in this chapter were sourced from this report. Throughout the remainder of 
this chapter, this report will be referred to as the WWE study. 

Associate Professors, University College of Cape Breton (UCCB). 
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The third highest rating is the perceived opportunity in the 


marketplace (31.1%), followed by flexibility in working conditions 
(28.2%) and the desire to balance work and family (28.8%). The 
Jatter is a major issue since women historically have been perceived 
by society as the keepers of the household and, in this survey, 72.5% 
were married at the time of start-up. 


Figure 4.1 


Factors Influencing Start-Up 


_ Source: Measuring the Economic Impact 
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Family Tradition 9 Flexible Working Conditions 
Encouragement from Others 10 Balancing Work and Family 
Personal Accomplishment 11° Other 

Opportunity to Be Own Boss 


Figure 4.2 indicates the employment status of women entrepreneurs 
prior to starting their current business. 
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Figure 4.2 


Employment Status Prior to Starting Current Business 


Source: Measuring the Economic Impact 
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The 33.9% of women entrepreneurs who were working in small or 
large firms before start-up clearly had some business experience. The 
spin-off effect in the case of small businesses might be “if she can do 
it, so can I.” In the case of large businesses, a woman might be ~ 
motivated by lack of flexibility, opportunity to be her own boss, or 
other reasons identified in Figure 4.1. In any case, the sources of 
women entrepreneurs are wide and varied. As can be seen in Figure 
4.3, some 80.4% of women started their businesses from scratch, 
13.6% bought existing businesses and 2.1% bought franchises. 
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| Figure 4.3 


| How Current Business Was Started 


Source: Measuring the Economic Impact 
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_ Characteristics of Women-Owned Businesses in Atlantic Canada 

_ Aneffort was made to identify the percentage of respondents involved 
in the various industry sectors (see Figure 4.4). Because of the 
number of industry categories, the percentage responses in each are 
relatively small. When the various service sectors are combined, the 
/majority of women-owned businesses operate in this sector. 
-Retail/wholesale is the second most common form of business for 
women at 24.6%. Interestingly, the percentage of the respondents 
_ Operating in the “non-traditional” sectors appears to be growing. 


The survey indicates. that 11.7% of the respondents are in the 
manufacturing industry, while 3.1% are in construction, agriculture 
and primary industries. The 1992 edition of The State of Small 

Business and Entrepreneurship in Atlantic Canada indicated that 2.7% 
_ of self- employed women operated in the manufacturing industry while 

3.5% were in the construction, agriculture and primary industries. 
While these percentages are not exactly comparable because of 
definitions, there appears to be an upward trend in the percentage of 
_ self-employed women operating in the manufacturing industry. 


4 ~ . . . . . 

The percentage reported for services includes businesses in the following sectors: 
Business Services; Government Services; Accommodation, Food and Beverage; 
Personal/Household Services; Education; and, Health and Social Services. 
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Figure 4.4 


Key Sectors Where Women Operate Businesses 


Source: Measuring the Economic Impact 
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It should be noted that some of the true percentages reported above may 
be distorted because of the large percentage in the “other” category. 


Figure 4.5 shows the degree to which women use various forms of 
technology in their business. This is important because of the changing 
nature of business operations and the need to embrace high technology 
in order to compete. One-fifth of the respondents considered their 
business to be “high tech.’ While this is self-described, it does 
indicate a mind-set toward high technology. Thirty-eight per cent 
indicated that they use high technology in their business operations 
(see Figure 4.5). 
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Almost 50% of all respondents use a computer in their business. 


Therefore, not surprisingly, 26.3% use modems and 24.6% use the 


Internet as at least one means of communication. The State of Small 
Business and Entrepreneurship in Atlantic Canada - 1996 reported 
on the use of technology by home-based businesses (men and 


women). By comparison, just 32% of home-based businesses used 


computers and 8.5% used a modem at that time (1995). Home-based 


business represents 51.9% of respondents in this study (see Figure 4.8). 


‘Figure 4.5 


Forms of Technology Used 


Source: Measuring the Economic Impact 
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The WWE study also endeavoured to capture a profile of women- 
owned businesses with respect to markets served, age and location of 


business (see Figures 4.6, 4.7 and 4.8). 
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Figure 4.6 


Markets Served 


Source: Measuring the Economic Impact 
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Figure 4.7 


Age of Business 


Source: Measuring the Economic Impact 
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Figure 4.8 


Business Locations at Start-Up and Currently 


Source: Measuring the Economic Impact 
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Not surprisingly, the major market for 90% of the respondents was 
local. A high percentage of business (92.5%) are very small (less than 
5 employees, see Figure 4.10), with 56.2% having sales of less than 
$25,000 (Figure 4.9). However, women-owned businesses in this 
sample appear to be expanding their markets beyond their local area 
with 52% operating provincially, 36% regionally, 36.8% nationally 
and a surprising 31.6% operating internationally (Figure 4.6). The 
latter is impressive given that only 9.6% of these businesses had sales 
of more than $500,000. 


A survey. by the Business Development Bank of Canada (BDC) 
reported that, across Canada, 28% of women-owned businesses (with 
fewer than 99 employees) presently export their products or services. 


~ Canadian Women Entrepreneurs in Growing Sectors: A Survey, 1997, 
Business Development Bank of Canada. 
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This would indicate that Atlantic Canadian women business owners 
are “staying with” their Canadian counterparts in terms of the new 
“global economy.” 


While 31.1% of firms surveyed are relatively young (less than four 
years, see Figure 4.7), there is a good indication that a high 
percentage have staying power with 49.8% in business for more than 
five years. 

Figure 4.8 and Tables 4.1 and 4.2 clearly show the relationships 
between business size and location of the business as it grows and 
develops. More than 50% of the businesses in this study are home- 
based. There is a tendency for younger firms to be home-based and, 
as sales increase, many firms move to leased or owned premises out 
of necessity or preference (Table 4.2). 


Table 4.1 


Firm Age and Location of Business Operation 


Business Location 


Rent or Lease Space 


_ Age of Business Own Building 
~ New (in business 
less than 3 years) 
Growing (in business 
4 to 9 years) 

Mature (in business 


10 years or more) 


61.0% 20° 570 
SFI 26.2% 
43.0% 20.4% 


Source: Measuring the Economic Impact 


Table 4.2 


Location of Business Operation and Firm Size 


Annual Sales 


- Location of Operation Less than $50,000 Between $50,000 More than 
and $200,000 $200,000 


72.0% 22.1% 
Rent or Lease Space 26.0% 39.6% 
Own Building 22.3% 31.6% 


Source: Measuring the Economic Impact 
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As a business gets older (Figure 4.8, Table 4.1), there is a tendency 
to leave the home base and either move into leased space or buy a 
building in some commercial or industrial zone. Likewise, as 
businesses grow both in terms of sales and, particularly, number of 
employees, the ability to sustain a home-based location becomes 
more and more difficult. The home, therefore, is quite often suitable 
for micro-firms that remain small. In fact, some 35% of home-based 
businesses operate there for more than 10 years. For the growing 
firm, the home serves as an incubator, allowing the enterprise to 
become established and to develop markets at relatively low risk. 
Furthermore, 48.3% of home-based businesses have sales of less than 
$50,000 and would likely be unable to afford leased premises. 


Economic Impact 

The increasing economic impact of women-owned businesses was 
the major finding of the WWF study. It suggests that “total annual 
sales generated by all women-owned firms in Atlantic Canada is 
estimated to exceed two billion dollars.” Clearly, this is a significant 
contribution to the regional economy. 


The majority of respondents to the WWE study are small by any 
measure. For example, 63.4% have sales of $100,000 or less (Figure 
4.9) and 78.5% have fewer than five employees (Figure 4.10). 
Employment distribution for all firms in Atlantic Canada in 1995 
shows that approximately 80% of all Atlantic Canadian firms fall into 
the category of fewer than five employees. The average number of 
employees for firms in the WWE study was 3.5. 


What is interesting about the results of this study is the dynamics of 
growth over the period between start-up and 1997. It has to be noted 
here that the survey is dealing with “successful” firms that have 
survived over a number of years and does not address failures. 


Figure 4.9 shows how the successful firms have grown in terms of 
sales. This figure shows that some surviving firms emerged from the 
very small enterprise (<$10,000) to one of the other larger categories 
while 25.2% remained very small. In fact, some firms may have 
started business in a larger sales category and slipped to a smaller 


° The State of Small Business and Entrepreneurship in Atlantic Canada - 1996, p. 63. 


CHAPTER FOUR — WOMEN-OWNED BUSINESSES IN ATLANTIC CANADA: A PROFILE 59 


sales category. Collectively, however, Figure 4.9 suggests that surviving 
firms grew in size and the most significant growth range appears to be 
in the $50,000-$500,000 range. For example, 6.9% of respondents 
reported sales of $100,001-$200,000 at start-up, compared to 13.6% 
currently. In all sales categories above $10,000, the respondents 
reported on in the WWE study collectively show growth. 


Figure 4.9 


Annual Sales at Start-Up and Currently 


Source: Measuring the Economic Impact 


nnual Sales in 1995 Annual Sales in First Year of Operation 


50% 


— 40% 


30% 


20% 


10% 


0% 


1 Under $10,000 6 $200,001 to $500,000 

2 $10,001 to $25,000 7 $500,001 to $1,000,000 
3 $25,001 to $50,000 8 $1,000,001 to $2,000,000 

4 $50,001 to $100,000 9 $2,000,000 plus 
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Table 4.3 shows a cross-tabulation between size (in sales) and age of 
the respondent firms. This table shows that, as businesses mature in 
| age, they tend to grow in terms of sales volume. Furthermore, firms 
tend to start small — 55.9% of firms less than three years old have 
sales of less than $50,000. On the other hand, 61.4% of mature firms 
(>10 years) have sales greater than $50,000. 
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Data presented in the WWE study indicate that the respondent group 
had a relatively good three years. Only 17.9% indicated that sales had 
declined, while 54.1% reported that sales had increased (41.3%) or 
increased significantly (12.8%). This indicates that survivors are 
doing reasonably well. 


Table 4.3 


Business Tenure and Firm Size 


Annual Sales 
Less than | Between $50,000 | Between $200,000 | More than 
$50,000 | and $200,000 and $500,000 $500,000 


50.7% 28.2% 13.0% 
36.6% 30.1% 10.8% 


Source: Measuring the Economic Impact 


Age of Business 


New (in business 
less than 3 years) 
Growing (in 
business 4 to 9 years) 
Mature (in business 
10 years or more) 


Figure 4.10 shows the growth in employment by women-owned — 
businesses over their tenure. 
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Figure 4.10 


-Number of Employees at Start-Up and Currently 


Source: Measuring the Economic Impact 


Current Number of Employees Number of Employees at Start-Up 


Sy ipa SPC catia Niwa. Seen «sea. Seek dee Sela en: Ae mea Hoosen nane 4 Anon ee 
50% 
40% : a eee eae eR a atic ek 
30% 
Rie BBD ee ere ee eee eee ce ee eee eee 


10% 


0.3% 0.6% 


— 0% 

| 6 
10 4 10to 20 

2 1104 5 21 1039 

3 5109 6 40 to 100 


This figure shows a similar pattern to sales growth. For example, 
| 52.7% had no employees at start-up compared to only 39.4% at the 
time of the survey. On the other hand, 7.2% of respondents had 10- 
20 employees currently, as compared to only 1.2% of the businesses 
at start-up. Not surprisingly, there is a direct relationship between the 
| age of the business and the number of employees. This is illustrated 
in Table 4.4. 
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Table 4.4 


Business Tenure and Number of Employees 


Number of Employees 
Less than 5 Between 5 and 9 
Employees Employees 


78.0% 12.0% 
68.5% 20.0% 


Source: Measuring the Economic Impact 


10 or More 
Employees 


Age of Business 


New (in business 
less than 3 years) 
Growing (in business 
4 to 9 years) 
Mature (in business 
10 years or more) 


Of those firms in business less than three years, 86.9% employ fewer 
than five people and only 5.6% employ more than 10 people. There 
is evidence, however, that a significant proportion of mature firms, 
those in business for more than 10 years, have remained small. Of the 
mature firms, 68.5% still employ fewer than five people and just 
11.6% of these firms employ more than 10 employees. It can be said, 
therefore, that while there appears to be growth over time in both 
sales and employment for the group surveyed, a high percentage of 
the respondent-firms remain small (<5 employees) at any age. 


It appears that the size of women-owned businesses in Atlantic Canada 
is getting smaller. In 1990, 29% of women-owned businesses had no 
employees. According to the WWF study, this proportion jumped to 
39.4%. Furthermore, the percentage of women-owned businesses with 
more than five employees dropped from 28% in 1990 to 21.5% in 
1996. Some of this structural change could be explained by the degree 
to which small companies contract work out rather than hire extra staff. 
This restricts internal growth. The WWE study reports that 27.7 % of all 
firms in the survey contract out more than $10,000 annually to other 
firms and of this, 15.1% provide contract work worth more than 
$20,000 per year. Such managerial decisions could reflect a 
conservative approach to expansion during a period of economic 
uncertainty, while only 36% report using contract work. 


‘The State of Small Business and Entrepreneurship in Atlantic Canada - 1992, p. 99. 
Ibid. 
WWE study, p. 20, figure 17. 
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Another indication of the conservative nature of the respondents in 
this survey is reflected in the level of salary or drawings from the 
business. The relatively low level of salary is also a manifestation of 
the incubative nature of small women-owned businesses. Table 4.5 
shows the relationship between the level of salary and the age of 
the business. 


Table 4.5 


Business Tenure and Salary/Withdrawals from the Business 


Salary/Withdrawals 
Age of Business No Salary/ Less than | Between $20,000 | More than 
Withdrawal | $20,000 and $50,000 $50,000 
New (in business 
less than 3 years) 25.0% 64.5% 10.5% 


Growing (in business 


4 to 9 years) 17.1% 60.7% 17.8% 
Mature (in business 
10 years or more) 8.7% 54.5% 29.4% 


Source: Measuring the Economic Impact 


It is interesting to note that 25% of business owners of young firms 
(<3 years) took no salary at all. This would clearly suggest that these 
enterprises were part-time operations and the owners were not 
dependent on the business for financial support. As the business 
matured, this percentage dropped to 8.7%. Only 10.5% of the owners 
of young firms drew salaries of $20,000-$50,000. This percentage 
grew to 29.4% as the business reached the mature stage. 


When one looks at the aggregate sample at the time of the survey 
(Figure 4.11), over 43% of the women were taking salaries of less than 


$10,000, and 17.6% were taking no salary at all. Only 23% were 
taking salaries of $20,000 or more. 


64 THE STATE OF SMALL BUSINESS AND ENTREPRENEURSHIP IN ATLANTIC CANADA — 1998 


Figure 4.11 


Salary/Withdrawals at Start-Up and Currently 


Source: Measuring the Economic Impact 
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Such low salary/withdrawals by women in this sample suggests 
that: (a) the business sales could not support more; (b) women tend 
to be conservative and would rather nurture the business by retaining” 
profits for growth; (c) they are operating the enterprise as a part-time 
venture; or, (d) they are undercapitalized initially and have difficulty 
in the growth stage. 


Financing 

Getting start-up and ongoing capital for small enterprises, whether 
owned by men or women, has been an issue for years. Most 
businesses rely on personal investment and, almost always, the 
commercial banking system to support their operations. Many 
studies have tried to see if small business has been discriminated 
against compared to larger business. The most notable was the 


‘ 
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| 
Wynant-Hatch study in 1991." While much of the evidence is 
anecdotal, women still seem to face discrimination in their efforts to 
get financing. | “Women business owners come away from a banking 
experience with much less of a sense of having been treated 


respectfully and are less comfortable with such an experience.” 


The WWF study reports specifically on the experience of women in 
‘the region with respect to start-up capital, other financing, collateral 
requirements and their general relationships with lenders. Figure 4.12 


presents the sources of start-up capital for survey respondents. 
| 


The major source of start-up capital is from personal sources. These 
essentially include personal savings (66%), sale of personal assets 
(8.3%), and loans from family and friends (20.3%). While 
government agencies are a factor (12%), commercial banks were 
used by 34.3% of respondents. These percentages for women are 
similar to those contained in the 1992 edition of The State of Small 
Business and Entrepreneurship in Atlantic Canada (p. 104). In 1990, 
comparable percentages were: personal savings (58.5%), family 
1(25.7%), government (17.6%), and banks (39.4%). In other words, 


there appears to be little change in the mix of financing sources used 
by women at the start-up stage over a seven-year period. 


\ 
i Banks and Small Business Borrowers, 1991, L. Wynant and J. Hatch, The Western 
Business School, The University of Western Ontario, London, Ontario. 

‘ Giving Credit Where It’s Due: Women Business Owners and Canadian Financial 
Institutions, Allan L. Riding and Catherine S. Swift, in Proceedings of the Fifth Canadian 
Conference of the International Council for Small Business, 1988. 

a Gender and Banking with the Small Business Client, 1994, L. Fabowale, B. Orser, 

A. Riding and C. Swift, Canadian Women Studies, Vol. 15, No. 1. 
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Figure 4.12 


Sources of Start-Up Capital 

Source: Measuring the Economic Impact 
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Table 4.6 presents a comparison of the data from the WWF study 
with various groups with respect to sources of start-up capital. 


When one looks at all SMEs in Canada and Atlantic Canada where 
both men- and women-owned businesses are included, it would 
appear that collectively men and women were able to leverage their 
personal investment into debt financing to a much greater degree 
than women owners only, both in Atlantic Canada and in Canada as 
a whole. 


i 
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‘Table 4.6 


Sources of Financing: A Comparative Analysis 


Current Financing WBOs All SMEs All SMEs Women SMEs 


: Atlantic Atlantic Canada Canada 
‘ Canada Canada 
_ Personal Savings 66.0% 45.0% 39.0% 


| Chartered Banks/ 
Other Financial 

i Institutions 

' Government 
_ Loans/BDC 
Loans from 
| Friends/Relatives 


38.0% 65.0% 51.0% 


14.9% 22.0% 15.0% 
20.3% 12.0% 12.0% 


i 
Source: Measuring the Economic Impact 


‘The WWE study reported on the percentage of women business 
owners who had difficulty obtaining financing at start-up and on an 
‘ongoing basis. During the start-up stage, 35.1% of respondents 
‘reported having problems accessing financing, while 31.7% had 
problems later in the development of the business. The requirement 
of a co-signer was more prevalent at time of start-up. In 55% of 
cases, women entrepreneurs had to pledge personal property. 

} 

| Surprisingly, the relationship between lending institutions and the 
respondents of this study appears to be reasonably good. At start-up, 
66.2% indicated that they had no problem dealing with lenders, in all 
likelihood because two-thirds of the start-up funding came from 
personal sources and the need to deal with lending institutions was 
‘limited. Furthermore, 89.2% of respondents had average to good 
‘working relationships with lenders at the time of the survey versus 
'83.3% at the start-up stage of their ventures. 


In general, it can be said that the good lender relationships may be a 
function of the degree to which personal sources are used to support 
the business venture (66%); the use of co-signers (spouse and 
friends); or, pledges of personal assets to support any debt. Such 
collateral provides a comfort zone to lending institutions which tend 
' to be balance-sheet lenders. 
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Education and Training 

In 1986, 12.8% of the self-employed women in Canada had less than 
a high school education, while 43.1% had some post-secondary 
education (including undergraduate and graduate degrees). In the 
WWE study, 82.9% of women entrepreneurs had some post-secondary 
education. While the comparison is not strictly valid, it does indicate 
that women entrepreneurs are generally becoming more educated. 


In addition to the rather substantial general education to start with, 
respondents indicated that they pursued other training (either courses or 
seminars) specific to their business operations. Most of the areas of training” 
are associated with business management, as can be seen from Figure 4.13. 


Figure 4.13 


Management Skills Acquired by Training 


Source: Measuring the Economic Impact 
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The State of Small Business and Entrepreneurship in Atlantic Canada - 1992, p. 96. 
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| The areas where training appeared to be most needed were in 
inventory control (47.9%), production management (45.3%), 
_ sales/product development (44.2%) and financing (46.4%). Training 


on computers was also important (38.7%). These same areas tend to 


_ be the same management areas for which women entrepreneurs seek 
| advice and assistance from others (Figure 4.14). 


Figure 4.14 


| Areas in Which Advice and 


Assistance from Others Are Used 


) Source: Measuring the Economic Impact 
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Interestingly, 47.3% of women entrepreneurs rely on their own 
knowledge and skill in areas of business management, such as 


managing employees. Only 9.1% relied on additional training to 
compensate for any shortcomings in this area. This is consistent with 


the generally accepted belief by women entrepreneurs that one of 
their strengths is dealing with people. 
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When asked about future training needs, managing employees ranks 
close to the bottom of the list, while areas such as planning and 
marketing rank at the top. However, there could be a direct 
correlation between the small number of employees in the businesses 
surveyed and their seemingly low interest in human resource issues. 


It has to be noted that these women entrepreneurs have been in 
business for varying lengths of time and are probably starting to 
realize that marketing planning, and planning in general are important 
long-term components of managing a successful enterprise. 


Work and Family 

When considering women entrepreneurs, a number of issues come to 
mind, including marital status, children and household responsibilities, 
as well as the role conflicts inherent in the various relationships. The 
WWFE study indicates that 72.5% of this sample of women 
entrepreneurs were married and an additional 7.2% were “partnered”, 
Of this group, 50.8% had children living in the household. Women 
entrepreneurs have to balance the demands of work outside the home 
with housework and care of the children and, in most cases, the spouse. 


Women entrepreneurs see themselves as “more determined, having 
more initiative, being more independent, more diligent and more 
creative” than their male counterparts. Over 70% of the respondents 
indicated that family responsibilities did not present a major obstacle 
to running a business. 


Figure 4.15 indicates the strategies used by women entrepreneurs to 
balance work and family responsibilities. While various strategies 
were sometimes used together, the two major strategies were to rely 
on the spouse (39.7%) and to organize work hours around family 
commitments (44.6%). Outside help such as child care, family and 
friends and cleaning services were used to a lesser extent (15.7%, 
20.0% and 14.3% respectively). 


1 


* The State of Small Business and Entrepreneurship in Atlantic Canada - 1992, p.111. 
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Figure 4.15 


Strategies for Balancing Work and Family 


Source: Measuring the Economic Impact 
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For some women entrepreneurs, children present a special challenge. 
Figure 4.16 shows the perception of family as an obstacle to business 
operations. For those women without children, 83.6% see very little 
problem. For those with children in the household, 67.6% perceive 


the problem as relatively minor. Only a very small percentage (3.4%) 


of women entrepreneurs see the whole issue of family and children 
as a Serious problem. The low percentage may reflect the fact that 
women have developed strategies to successfully cope with the issue 


_ of balancing work and family responsibilities. 
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Figure 4.16 


Children and Perceptions of Family as 
an Obstacle to Business Operation 


Source: Measuring the Economic Impact 
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Growth and Expansion 

The final chapter in the WWF study focuses on growth and expansion. 
The future of small, women-owned businesses will depend on (a) the 
desire to grow, (b) the ability to grow (quite often out of a home-based 
environment) and, (c) the opportunity to grow (markets/products). A 
study by Judith Potts * indicates that “fewer women-owned businesses 
than men-owned or men- and women-owned businesses grew in gross 
business income.” What is encouraging about the WWE study is that 
almost 42% of the respondents plan some kind of expansion and, of 
those “growth-oriented” entrepreneurs, 69.8% plan to do so within the 
next two to three years. Of those planning to grow, 76.2% anticipate 
increased sales and 65% expect to employ more people. Most expect 
that incremental profits will follow (81.4%). Figure 4.17 presents the 
planned expansion strategies of those who want to grow. 


° Gender of Owner Plays a Role in Business Growth, 1994, Judith Potts, Canadian 
Women Studies, Vol. 15, No. 1. 
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Figure 4.17 


Expansion Strategies 


Source: Measuring the Economic Impact 
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A very high percentage have a visionary mind-set in that 46.9% wish 
to diversify and 44.8% would like to develop new products/services 
and new markets. Exports appear to be important as well, since 
~ 31.5% have exports as a component of their expansion strategies. 


Conclusions 

In this chapter, an effort was made to highlight the major findings of 
the WWE study on the economic impact of women business owners in 
Atlantic Canada. Quite apart from the purely economic impact, some 
of the other important issues related to women-owned businesses are 
discussed. The study shows that women-owned businesses in Atlantic 
Canada make a significant contribution to the economy, that women 
entrepreneurs have a high degree of determination and tenacity, and 
that they are optimistic despite the obstacles they have to encounter in 
the process of creating and developing a business. 
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CHAPTER FIVE — REGIONAL COMPETITIVENESS fe) 


Chapter Five 


Regional 
Competitiveness 


ompetitiveness is defined by the Organization for Economic 

Co-operation and Development (OECD) as “the degree to which 
a country can, under free and fair market conditions, produce goods 
and services that meet the test of international markets while 
simultaneously maintaining and expanding the real incomes of its 
people over the long term.” Although not a country, the Atlantic 
region competes within Canada and internationally both in terms of 
the sale of goods and services and in terms of attracting investment 
dollars. As such, it is critical to understand the factors and indicators 
that underlie and determine competitiveness in Atlantic Canada. 


The present chapter summarizes the results of recently completed 
research on Atlantic Canada’s competitiveness, discusses the 
challenges facing the region in this area and outlines potential 
strategies to improve its competitive position. The basis for much of 
the discussion comes from five studies commissioned by ACOA, and 
from a roundtable co-hosted by the Atlantic Provinces Chamber of 
Commerce (APCC) and ACOA. The first study examines location- 
sensitive cost factors and quality of life indicators. The second study. 
compares the socio- economic status of Atlantic Canada with G-7 
nations. The third study’ compares the economic performance and 


Atlantic Canada and the World: A Development Comparison, 1996, North American 
Policy Group, Dalhousie University, Halifax, Nova Scotia, p. 3. 
oA Comparison of 1996 Business Costs in Atlantic Canada and the United States, 1996, 
KPMG Management Consulting in association with Business Development Information 
Incorporated (BDI Inc.), Halifax, Nova Scotia. 
_ Atlantic Canada Human Development Index Study, 1996, Informetrica Limited, Ottawa. 
* Atlantic Canada and the 50 States: A Development Comparison, 1996, North American 
Policy Group, Dalhousie University, Halifax, Nova Scotia. 
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development potential of Atlantic Canada to the 50 U.S. states. The 
fourth study’ compares Atlantic Canada’s competitiveness with the 
world’s leading economies. The final study’ is an update and expansion 
of the 1996 KPMG Management Consulting (KPMG) study which 
compared the costs of doing business in Atlantic Canada to those in 
the United States. This 1997 report provides an updated comparison 
to the United States and includes a comparison of the costs of doing 
business in Atlantic Canada with five European countries. 


Together, these five studies present a comprehensive picture of the 
competitiveness of the economy of Atlantic Canada. The report. on 
the ACOA/APCC roundtable provides a summary of the strengths 
and weaknesses of the Atlantic region as well as suggestions on how 
to improve Atlantic Canada’s competitive position in the global economy. 


The remainder of this chapter provides an overview of the research on 
competitiveness in Atlantic Canada, a framework for understanding 
competitiveness, a discussion of the challenges to achieving increased 
competitiveness in the region, and a discussion of suggested 
strategies to improve the competitiveness of Atlantic Canada. 


Overview of Research 

The ACOA-commissioned studies discussed in this chapter represent 
the first attempt to apply national and international models of 
competitiveness at a regional level. As such, they were intended to 
achieve the following objectives: 

e show Atlantic Canada in a North American and global perspective, 
using internationally recognized standards of measurement; 
demonstrate that Atlantic Canada has a real basis for competitiveness 
and growth, particularly vis-a-vis the United States; 

identify the region’s strengths as a basis for promoting 
opportunities and attracting investment; 

identify specific areas of weakness requiring policy and program 
initiatives; and 


Atlantic Canada and the World: A Development Comparison, 1996, North American 
Policy Group, Dalhousie University, Halifax, Nova Scotia. 
° The Atlantic Canada Advantage: A comparison of business costs in Atlantic Canada, 
Europe and the United States, 1997, KPMG Canada and Prospectus Inc. 

A Shared Economic Vision for Atlantic Canada, 1996, The Atlantic Canada Chamber of 
Commerce. 
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_* respond to the myth that Atlantic Canada is not a competitive 
| 8 


location for investments. 


Following is a brief discussion of the background, methodology and 
key findings of each study dealing specifically with the issue of 


regional competitiveness. This discussion is organized and presented 
under the following key determinants of competitiveness: business 
} costs, human development, and economic performance and 
development potential. 


_ Business Costs. As indicated previously, ACOA commissioned two 
studies that focussed on capital and operating costs that are 
considered to be location-sensitive. The first, a 1996 KPMG/BDI 
| study , compares the financial and non-financial costs of establishing 
and operating a business in 28 cities — 12 in the United States and 16 
in Atlantic Canada. Seven of the U.S. cities are located in the east. 
_ Seven industries are represented in the study including frozen foods, 
'medical devices, software, telecommunications, plastics, metal 
fabrication and electronics and instrumentation. The industries were 
chosen to ensure representation from a mix of established and 
emerging industries, those with a variety of capital and operating cost 
| requirements, and those representative of Atlantic Canada’s 
economic potential. 


Location-sensitive capital and operating costs examined in the study 
include industrial land costs, construction costs, labour costs, 
electricity costs, transportation and distribution costs, interest costs 
-and income taxes. These costs represent approximately 36% of all 
costs for the types of businesses analysed. The remaining costs, such 
_ as raw materials, are assumed to be equal for the purpose of the research. 
The study briefly addressed the following non-financial factors which 


influence the site location choice: workforce characteristics, 


including educational and labour considerations; economic 
indicators, including government debt and current inflation levels; 


"A Shared Economic Vision for Atlantic Canada, 1996, The Atlantic Canada Chamber of 
Commerce, p. Al. 


| 9 . . . . . . 
A Comparison of 1996 Business Costs in Atlantic Canada and the United States, 1996, 


KPMG Management Consulting in association with Business Development Information 


' Incorporated (BDI Inc.), Halifax, Nova Scotia. 
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personal financial factors, including the cost of housing, cost of living 
and taxation levels; and, safety and security issues, including personal 
and property crime rates. 


The study employs a computer model that forecasts costs and projects 
financial information for a model business operation in each location 
over a 10-year period from start-up. The standard specifications used for 
each model operation, such as sales revenue, investment in machinery 
and equipment and working capital and staffing requirements, were 
developed in consultation with industry representatives and have been 
held constant for all study areas. Key findings of the study include: 


e initial investment costs are lower in Atlantic Canada for every 
industry, largely as a result of lower land acquisition costs and 
lower construction costs; 

* operating costs are lower in Atlantic Canada for every industry, 
primarily as a result of lower labour and benefits costs; 

e Atlantic Canada’s cost advantage holds over a wide range of 
exchange rates; 

¢ wages are lower in Atlantic Canada than in the U.S.; however, the 
cost-of-living index and housing prices are also lower; and 

* crime rates and homicide rates are lower in Atlantic Canada than in © 
the U.S. jurisdictions. 


The second study, completed by KPMG in 1997, extends the 
comparative analysis of business costs from the 1996 study to include 
five European countries, as well as additional cities in the United 
States and Canada. A total of 42 locations are included, 27 in North 
America and 17 in Europe. Two notable differences exist between the 
two studies. First, the pharmaceutical industry is included in the 1997 
analysis. Second, non-financial factors are given less attention in the 
second study. 


In order to make comparisons at the international and regional levels, 
costs are analysed on the basis of an average of three to four 
representative cities in each country and an Atlantic Canadian 
average. In addition, individual data are reported for each of the 42 


10 
The Atlantic Canada Advantage: A Comparison of Business Costs in Atlantic Canada, 
Europe and the United States, 1997, KPMG Canada and Prospectus Inc. 
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cities. The results of the international comparison reinforce the 
findings of the 1996 study. Atlantic Canada demonstrates lower 
initial investment costs than all other locations, again as a result of 
| lower land and construction costs. The Atlantic region also has the 
_ lowest operating costs, reflecting the lower labour and benefits costs. 
Overall, Atlantic Canada ranked first, just ahead of Canada, for each 
| of the industries surveyed. Finally, the Atlantic region is home to the 
four lowest-cost cities of the 42 covered by the study. 


| ‘Human Development. This study, completed by Informetrica Limited, 
1s an attempt to analyse economic and social development indicators in 
‘the Atlantic region and to make comparisons to G7 nations. The 
information obtained from this study is intended to complement the 
| research on business costs outlined previously and thus add to the 
information base on Atlantic Canada available to potential domestic 
_and foreign investors. 


i 
(\ 
{ 


| The methodology employed in the study was to develop measures for 
Atlantic Canada based on the United Nations’ (UN) Human 
| Development Index (HDI) and the United Nations Development 
Programme’s Human Development Report (HDR). The HDI combines 
measures of longevity, knowledge and standard of living into a more 
comprehensive measure of human development or socio-economic 
status. The HDR, while dealing with components of the HDI, includes 
_additional aspects of human development and other socio-economic 
concerns. The combination of the two provides a more complete 
| assessment of human development. Utilizing these measures, the region 
_was then compared to Canada and to other industrialized countries. 


| The results of the analysis indicate that if Atlantic Canada had been 
| integrated into the United Nations’ HDI rankings for 1992, the region 
would have placed second behind Canada. In addition, the report 
identifies the following strengths and challenges for the region: 


" Atlantic Canada Human Development Index Study, 1996, Informetrica Limited, 
Ottawa. 
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Major Strengths: 

¢ health and long life expectancy 

¢ commitment to education 

¢ more equitable distribution of income 

e abundant internal renewable water resources 
e low inflation performance 

e above-average economic growth 

¢ strong growth in employee earnings 


Major Challenges: 

¢ low rate of industrialization 

e high rates of unemployment, especially among youth 

¢ decelerating population growth 

¢ low investment effort 

¢ few scientists and technicians and low tertiary science enrolment 
¢ high rate of energy usage per capita 


Economic Performance and Development Potential. The final two 
studies dealing specifically with regional competitiveness were 
undertaken by the North American Policy Group (NAPG), a 
university-based research and consulting organization located in the 
Faculty of Management at Dalhousie University in Halifax. The 
first. of the NAPG studies was designed to measure the development 
of the Atlantic region in comparison to the 50 U.S. states. This study 
utilized measures developed by the Corporation for Enterprise 
Development (CfED) to measure and compare the development of 
the U.S. states. 


NAPG developed statistics for Atlantic Canada on 58 criteria used by 
CfED and graded the region in three areas based on these measures: 
economic performance, business vitality, and development capacity. 
In addition, although not graded, the tax and fiscal systems as well as 
environmental, social and health conditions were included in the 
analysis. Using the CfED model, and computing a simple average of 
scores in these areas, NAPG estimates that Atlantic Canada would 
place 33rd overall in relation to the 50 states. 


© Atlantic Canada and the 50 States: A Development Comparison, 1996, North American 
Policy Group, Dalhousie University, Halifax, Nova Scotia. 
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On the positive side, the Atlantic region derives considerable 
advantage from national programs and institutions and, as a result, 


performs well in areas such as social and health systems, the 
~ environment and the banking system. The region also demonstrates a 


strong entrepreneurial spirit, as evidenced by the accelerating rate of 
growth of new business formation. However, the small entrepreneurial 
base in Atlantic Canada and the reliance on new companies to provide 


the majority of new job growth in the region are noted as challenges 


to be addressed. The study cited additional barriers to economic 
growth and development in Atlantic Canada including: low 
innovation and technology adoption, preparedness of the workforce, 
and lack of diversity in export industries. 


3 P ASIC 
The second NAPG study was designed to measure the competitiveness 


of the Atlantic region in comparison to 48 countries of the world. 


This study utilizes a model developed for the 1995 World 
Competitiveness Report (WCR) published annually by the World 
Economic Forum and the International Institute for Management 
Development in Switzerland. The model includes 378 criteria, 
however, only 294 factors are utilized in the ranking process. These 
measures are ultimately grouped into the following eight categories: 
domestic economic strength, internationalization, government, finance, 
infrastructure, management, science and technology, and people. 


When Atlantic Canada is inserted into the model using data 
developed by NAPG, the results indicate that the region ranks 27th 
out of the 49 economies in terms of world competitiveness. As with 
the first NAPG study, the findings suggest that many of the positive 
aspects of the region’s performance derive from being a part of 
Canada, including the financial system and free trade with the U.S. 
Additional strengths reported for the region include low inflation and 
cost of living, strong infrastructure and general education capacity, 
high energy production, and positive workforce attitudes. Weaknesses 
are noted in the areas of export performance, energy consumption, 
manufacturing productivity, research and development, innovation and 
technology adoption, local capital markets and management skills. 


* Atlantic Canada and the World: A Development Comparison, 1996, North American 
Policy Group, Dalhousie University, Halifax, Nova Scotia. 
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Overall, the study suggests that Atlantic Canada has a strong basis on 
which to develop its competitive position and that many of the 
weaknesses are in areas that can be addressed by effective economic 
policies, such as entrepreneurship, trade, science and technology and 
management and labour skills. 


A Framework for Understanding Competitiveness 

At the roundtable held in December 1996, Michael McCracken, 
Chairman of Informetrica, stressed the need to differentiate among 
levels of competitiveness. He argued that the economic objectives of 
competitiveness are different in the workplace, the marketplace and 
society. In the workplace, the objective is productivity. In the 
marketplace, competitiveness is key. The objective for society, on the 
other hand, is prosperity. Of course, increased productivity should 
lead to increased competitiveness which, in turn, should enhance 
prosperity. The challenge is to determine how to make progress at all 
three levels. 


McCracken suggests that productivity improvements result from 
efforts on a number of fronts and he identifies the following general 
approaches to improving productivity: 

* improve human resources; 

e increase investment effort; 

¢ adopt new technologies; 

¢ enhance infrastructure; and 

¢ shift resources to high productivity industries from lower ones. 


The environment that must be created in order to effectively 
implement these strategies requires: low inflation, better 
macroeconomic performances, appropriate framework policies, 
better education and training, improved capacity to utilize skills, and 
appropriate organizational structures. 


At the level of the marketplace, the intent is to improve the efficiency 
and effectiveness of Canadian firms by providing appropriate 
infrastructure and government support and by enhancing our ability 


A Shared Economic Vision for Atlantic Canada, 1996, The Atlantic Canada Chamber of ~ 
Commerce. 
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to compete internationally. McCracken suggests the following general 

approaches to improve competitiveness: 

¢ improve the regulatory process; 

¢ reduce internal barriers to trade; 

* improve access to international markets; 

¢ expand the information infrastructure on domestic markets and 
international economies; and 

e assist Canadian firms to enter new markets. 


Finally, at the level of society, McCracken suggests that prosperity is 
determined by our ability to provide rising real incomes, sustainable 
development, safety nets, contributions to world economies, 
improvements in regional economies, social amenities, and 
opportunities for citizen participation in processes. Achieving these 
goals and thus improving prosperity can be accomplished through a 
number of approaches as follows: 

¢ redistribute incomes from a growing pie; 

¢ ensure access to an efficient health care system; 

¢ ensure access to high quality education; 

* encourage voluntarism and charity; and 

~* involve citizens in determining goals. 


McCracken summarizes the challenges facing Atlantic Canada, and 
the country as a whole, as being the ones linked to developing 
policies and implementing action plans which will lead to increased 
productivity, competitiveness and prosperity in future. 


Challenges Facing Atlantic Canada 

In order to address the issue of Atlantic Canada’s competitiveness 
and the specific challenges facing this region, participants in the 
roundtable were presented with a summary of the findings from the 
studies previously described. The findings, in the form of strengths 
and weaknesses, are grouped into six areas and are presented here as 
_a basis for subsequent discussion in the next section of strategies to 
improve the competitiveness of the Atlantic region. The six areas are: 
technology, capital, education, human resources, trading patterns, 
and business investment. Although not singled out for specific 
attention at the roundtable, the category of management practices has 
been added to the list. 
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Technology. The research results indicate that Atlantic Canada has 
some excellent science and technology resources and infrastructure, 
as well as a favourable tax regime, especially by comparison to the 
U.S. The weaknesses in this area consist of the small number of 
scientists and technicians, low tertiary science enrolment, low private 
sector investment in research and development and personnel, and a 
low rating in technology management. 


Capital. The Atlantic region benefits from a strong domestic 

financial system that provides access to much needed debt capital. 

However, the associated drawback appears to be an over-reliance on 

debt. In addition, Atlantic Canada suffers from a lack of an organized 
equity capital market, four separate securities regimes, slow take-up 

on available venture capital, and a reluctance on the part of 

businesses to go public. 


Human Resources. Atlantic Canada’s advantages in this area consist 
of comparatively lower wage costs, positive workforce attitudes and 
ethics, job creation by new businesses, and quality of life benefits 
including health, life expectancy and the environment. Unfortunately, 
the region suffers from a high rate of unemployment, especially for 
youth, decelerating population growth and an out-migration of highly 
educated and trained individuals. 


Education. In terms of the educational system and associated 
resources, the strengths of the Atlantic region consist of a 
commitment to higher education, a high per capita supply of post-_ 
secondary institutions, high enrolment per capita in secondary and 
post-secondary institutions, and an available supply of highly-skilled 
workers. The weaknesses in this area include lower education levels 
than the U.S., a brain drain, failure of businesses to provide training — 
to employees, and a disconnect between the post-secondary 
educational system and workplace demands. 


} 
| 


Trading Patterns. Relatively free domestic trade and the competitive © 
advantage offered through the North American Free Trade Agreement | 
represent the strengths of the region in this area. The drawbacks — 
consist of a lack of diversity in export industries, low growth rate in| 
volume of merchandise exports, over-dependence on resource and | 
manufacturing industries, and low job growth in larger enterprises. | 


| 
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Business Investment. Atlantic Canada has some distinct advantages 
in terms of a location for investment including: lower costs for 
industrial land, construction and labour than found in the U.S.; 
competitive costs for electricity, transportation and interest; above 
average economic growth; strong earnings-per-employee growth; 
and a high rate of manufacturing investment. On the other hand, the 
region suffers from low investment effort, low rate of industrialization 
and a small base from which to grow new businesses. 


Management Practices. A recent study. by Statistics Canada indicates 
the importance of management practices to business success, hence 
to the region’s competitiveness. Unfortunately, the area of management 
is noted’ as one of the most critical challenges facing the Atlantic 
region. Results from the competitiveness studies suggest that Atlantic 
Canada suffers from a shortage of competent senior managers 
and management skills which, in turn, affects the workforce in the 
region. This is, in part, a function of a lack of management and 
employee training. 


Strategies to Improve the Region’s Competitiveness 

The findings of the various competitiveness studies indicate that 
Atlantic Canada possesses a number of assets and characteristics that 
generally take a long time to develop. As a result, by comparison to 
many other jurisdictions, the region has a solid foundation on which 
to build and maintain its competitive position. Nonetheless, the 
challenges facing the Atlantic region point to the need to develop a 
broad strategy that addresses identified structural weaknesses and 
capitalizes on identified strengths. The following review outlines the 
strategies which emerged from the roundtable discussions and 
subsequent initiatives designed to improve the competitiveness of the 
region. The format for this discussion follows from the previous 
section on the challenges facing the Atlantic region. 


Technology. The roundtable participants expressed concern that 
Atlantic Canada has not been very effective in transferring 
technologies out of the research facilities in the region, especially 
universities. Considerable attention was devoted to a discussion of 


: Failing Concerns: Business Bankruptcy in Canada, 1997, Statistics Canada. 

16 . 
Atlantic Canada and the World: A Development Comparison, 1996, North American 

Policy Group, Dalhousie University, Halifax, Nova Scotia, p.27. 
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measures that would improve technology transfer. Specific suggestions 
included more partnering between business and academic institutions, 
increased market orientation combined with a greater focus on 
profitability, fostering entrepreneurship among the scientific community, 
and establishing more technology transfer units within universities. 


In addition, participants felt the banks need to be more sensitive to 
the needs of small- and medium-sized enterprises (SMEs) in the area 
of research and development. Closely related to the issue of bank 
support is the need to provide more effective support structures for 
firms with high growth potential. The key to making progress in 
these areas is to establish more effective incubation mechanisms that 
include mentorship and management advice components. 


Capital. Gaps in knowledge and understanding are more problematic 
than any capital market gaps in the region, with the possible 
exception of the lack of available equity for small business start-ups. 
Participants believed that entrepreneurs do not know how to source 
investment capital and do not understand lending and investing criteria. 
Similarly, lenders do not understand the needs of SMEs, especially 
those in the knowledge-based sectors. In terms of capital market structure, 
there appeared to be agreement that the region lacks the critical mass 
necessary to establish a regional stock exchange. However, much can 
and should be done to harmonize securities regulations in order to 
support the market for informal risk capital in the region. 


Human Resources and Education. The underlying problem for 
participants in this area was the lack of dialogue between industry and 
post-secondary educational institutions. Such dialogue is critical to 
identifying the needs of industry and the willingness of the educational 
sector to meet those needs. In addition, the lack of commitment to 
employee training by industry reflects a problem of attitude that has 
been changing only recently and, indeed, quite slowly toward a greater 
recognition of the value of human resources to business success. While 
job creation was seen as an essential part of a strategy in this area, 
participants again pointed to the need for increased collaboration to 
identify industry training needs and to ensure more effective delivery 
mechanisms. Establishing training networks within industry sectors 
and sub-sectors to share the responsibility for training was cited as one 
such example of collaboration. 
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Trading Patterns. The underlying trade challenge facing the region 
appears to be one of developing sustainable export-based job growth. 
In the view of roundtable participants, the keys to attaining that goal 
involve enhanced export preparedness, greater diversity in products 
and services exported, and external markets served. This issue is closely 
related to the challenge of capitalizing on the competitive advantages 
associated with the region’s natural resources. Networking, strategic 
alliances, partnering and business/government collaboration were all 
suggested as strategies to pool resources and, thereby, capitalize on 
export market opportunities. The Industry Canada — Chamber of 
Commerce flexible business networks initiative and the Atlantic 
Canada — New England Partnership Conference were mentioned as two 
excellent examples of pooling resources and partnering. 


In addition, participants suggested the need to develop an exporting 
attitude in the region and to more aggressively promote the region’s 
goods and services in export markets. Finally, it was recommended 
that those efforts be organized around sectors and sub-sectors, as in the 
case of the human resources and education strategy referred to earlier. 


Business Investment. As indicated previously, Atlantic Canada offers 
some distinct advantages as a location for new business investment. 
Recently, there has been an increased effort to aggressively promote 
the region as an ideal investment area. With this stepped up effort, it 
will be important to strike a proper balance between attracting 
investment and supporting large firms as well as SMEs. The latter 
require support in export marketing and in accessing the resources and 
market knowledge of firms that have succeeded in international markets. 
The importance of the large firm appears to have been overlooked in 
the new economy and the need for renewed focus on this segment was 
expressed. Finally, participants felt that Atlantic Canada should build 
on export opportunities in the service sector, especially in the areas of 
health care and education, where the region has significant advantages 
over the competition, especially in the U.S. market. 


° We Le : : ‘ 
Management Practices. Recent research reinforces earlier findings 
that enhancing management skills and increasing the use of formal 


% Successful Entrants: Creating the Capacity for Survival and Growth, 1997, Statistics 
Canada. 
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business management practices can result in increased survival, 
growth and productivity rates for SMEs. As a result, the area of 
management practices 1s considered to be an essential component of 
an Atlantic Canada strategy to improve competitiveness. 


Improving the performance of the regional economy through the 
creation of more competitive, growing enterprises has been the focus 
of a recent initiative fostered by ACOA and a number of public and 
private sector partners. This Business Management Practices (BMPs) 
initiative is intended to achieve the following objectives: to enhance 
the skills of business managers and owners; to increase their 
understanding of the benefits of BMPs; and, to stimulate increased 
use of BMPs by SMEs in Atlantic Canada. As a first step to achieving 
these goals, ACOA commissioned research to document strategies 
and approaches used by leading nations to instill the best 
management practices in small- and medium-sized firms. The results 
of this study have confirmed that the approach and direction 
proposed for Atlantic Canada 1s in line with the strategies developed 
by leading nations in the pursuit of these goals. 


Other studies will improve our understanding of the core business 

skills needed to successfully run a business and of the level of 

business skills and management practices currently in use. More 

specifically, the findings from these best management practices 

studies will provide the foundation for a partners’ agreement on 

vision, action plans and next steps to implement the strategy, 

including the following three essential elements: 

e a methodology for measuring improvements to the baseline; 

¢ a database for use by companies to benchmark their operational 
results or to confirm areas where changes can provide the most 
impact; and 

¢ a database of training and educational resources designed to help 
businesses identify and better understand their training needs and 
to assist SMEs in selecting the right trainer and the right training 
program. 


18 

Methods Used by Leading Nations to Engender Best Management Practices in Small 
and Medium-Sized Enterprises and the Application to Atlantic Canada, 1997, The ATi 
Consulting Corporation, Inc., Halifax, Nova Scotia. 
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Summary 

Results of the research on the competitiveness of the Atlantic region 
indicate that Atlantic Canada has strengths that should provide 
long-term sustainable competitive advantages. In particular, the region 
offers advantages in the areas of initial investment and operating costs 
that reflect lower industrial land and construction costs and lower 
labour costs, which hold over a wide range of exchange rates. In 
addition, human development indicators, including measures of 
longevity, knowledge and standard of living, place the region second 
only to Canada. While Atlantic Canada’s strengths in this area are 
derived, in part, from its position within Canada, the region also offers 
its own distinct advantages, such as abundant renewable water 
resources and excellent educational infrastructure. Further, in terms of 
economic performance and development potential, the Atlantic region 
possesses advantages in areas such as health, social systems and the 
environment, and demonstrates a strong entrepreneurial spirit. 


Notwithstanding the many positive aspects of Atlantic Canada as an 
investment location and its demonstrated performance in the areas 
noted above, the region faces a number of challenges to improving its 
competitive position in the global marketplace. Specifically, a high 
rate of unemployment, decelerating population growth and the 
out-migration of highly educated young people have a negative 
impact on the region’s human resource potential. These problems are 
compounded in the technology area by comparatively low rates of 
innovation and technology adoption and a low level of private sector 
investment in research and development and related human resources. 
In addition, Atlantic Canada needs to diversify its export products, 
services and markets, to increase access to equity capital and to improve 
the preparedness of the workforce in the region, including those in 
management positions. Addressing the challenges related to the 
region’s natural resources is considered essential to increasing the 
competitiveness of Atlantic Canada. 


Suggested strategies to improve the region’s competitiveness must be 
based on a well articulated and shared vision emanating from both 
public and private sector stakeholders. Partnering, collaboration, 
networking and strategic alliances are consistent themes underlying 
the implementation of specific strategies which should include the 
following: educational and training programs targeted to the needs of 
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industry; enhanced efforts to increase technology transfer from the 
universities to the private sector; more effective support structure for 
SMEs with high growth and export potential; and, implementation 
of best management practices. Finally, the vision and the strategies 
must reflect an overriding positive attitude about the prospects for 
Atlantic Canada. 


Asout ACOA 


About ACOA 


Building a Stronger Economy Together 


ACOA’s mandate 

The Atlantic Canada Opportunities Agency (ACOA) 1s a federal 
government economic development organization mandated to work 
with businesses, business organizations, provincial governments and 
other federal departments to help create new and lasting jobs and 
raise earned incomes in Atlantic Canada. 


Our strategy 

Because new employment is the direct result of business growth, 
particularly among small- and medium-sized enterprises (SMEs), 
ACOA seeks to provide people with the encouragement, advice, 
access to capital and information, and the technology they need to 
start and expand their own businesses. 


Our objectives 

1 To ensure that a wide variety of business development tools and 
resources are available to help more small businesses start up, | 
survive, prosper and create good, long-lasting jobs. 


2 To ensure that all federal economic development programs and 
activities in Atlantic Canada are coordinated and designed to 
improve the climate for business growth. 


Our priorities 

ACOA helps small firms create jobs, and generally works to improve 
the environment for business development, by focussing on the 
following: 
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Entrepreneurship — because 96,400 (72.3 percent) of the 
133,200 new jobs created by firms that entered the economy 
after 1989, were created by small businesses. 


Trade — because every $1-billion increase in exports creates 
11,000 jobs. 


Innovation and Technology — because innovative companies 
are growing companies, and growing companies create jobs. 


Business Management Practices (BMP) — because formal BMP 
makes companies more productive and resilient. 


Access to Capital and Information — because adequate access 
stimulates business start-ups, expansion and job creation. 


Tourism Development — because tourism is one of the fastest- 
growing industries in the world and a significant source of 
revenues and jobs in Atlantic Canada. 


Our services 
To meet its objectives in each economic development area, ACOA 
administers, or is involved in, a number of key programs and activities: 


Business Development Program — designed to help SMEs 
establish, expand or modernize by offering access to capital in 
the form of interest-free loans. 


ACF Equity Atlantic Inc. — a $30-million venture capital fund, 
designed to address the deficiency in venture capital 
availability in Atlantic Canada. 


Community-Based Economic Development — grassroots 
efforts by communities, with ACOA’s support, to improve their 
economic conditions. 


Canada Business Service Centres — a network of centres 
providing business-related services and products to SMEs and 
aspiring entrepreneurs in the region. 


Bilateral Economic Development Agreements — federal/provincial 
cost-shared programs designed to improve the environment of 
economic growth in each of the Atlantic provinces. 


Asout ACOA 


° Pan-Atlantic Economic Development Agreements — 
comprehensive, initiatives designed to strenghten and support 
economically significant activities such as international trade 
and tourism on a region-wide basis. 


° Advocacy, Coordination and Procurement — continuous efforts 
to represent the region’s interests, while securing more federal 
government contracting opportunities in the Atlantic provinces. 


ACOA is also involved in a number of other activities designed to 
improve the region’s general economic health, such as: 

¢ Canada Infrastructure Works Program 

e DND Base closure adjustment activities 

¢ Borden-Cape Tormentine redevelopment programs 


The Industry Portfolio 

ACOA operates within the Industry Canada Portfolio, which 
includes 13 departments and agencies that report through the 
Minister of Industry to Parliament, to enhance employment 
opportunities for Canadians through SME development; trade and 
foreign investment; innovation and technology; and employment 
opportunities for young people. 
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ACOA Head Office 
Blue Cross Centre 
644 Main St., P.O. Box 6051 
Moncton, NB EIC 9J8 

Toll free: 1-800-561-7862 
Telephone: (506) 851-2271 
Fax: (506) 851-7403 


ACOA New Brunswick 
5/0 ' Queen St, P.O; Box3/8 
Fredericton, NB E3B 5A6 
Toll free: 1-800-561-4030 
Telephone: (506) 452-3694 
Fax: (506) 452-3285 


ACOA Newfoundland 
Cabot Place, Phase II 
10 Barter’s Hill, 11th Floor 
P.O. Box 1060, Station *C’ 
St. John’s, NF AIC 5M5 
Toll free: 1-800-668-1010 
Telephone: (709) 772-275 1 
Fax: (709) 772-2712 


ACOA Nova Scotia 
1801 Hollis St., RO. Box 2284, Station ‘M’ 
Halifax, NS B3J 3C8 

Toll free: 1-800-565-1228 

Telephone: (902) 426-6743 

Fax: (902) 426-2054 


Enterprise Cape Breton Corporation 
4th Floor, Commerce Tower 

15 Dorchester St, P.O, Box 1750 
Sydney, NS BIP 6T7 

Toll free: 1-800-705-3926 

Telephone: (902) 564-3600 

Fax: (902) 564-3825 


ACOA Prince Edward Island 
100 Sydney St., P.O. Box 40 
Charlottetown, PE C1A 7K2 
Toll Free: 1-800-871-2596 
Telephone: (902) 566-7492 
Fax: (902) 566-7098 


ACOA Ottawa 
4th Floor, 60 Queen St. 
P.O. Box 1667, Station ‘B’ 
Ottawa, ON KIP 5R5 
Telephone: (613) 954-2422 
Fax: (613) 954-0429 


Atlantic Canada __ Agence de 
Opportunities promotion économique 
Agency du Canada atlantique 


Building a stronger economy together 
Ensemble, pour une économie plus forte 
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